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PREFACE 


Of late India has been giving considerable attention 
to her banking problems. The Commissions and Com- 
mittees that have been entrusted with investigations 
in connection with matters economicqj have all re- 
ported upon the necessity of banking development. 
The Indian Industrial Commission, re- 

ported that there was urgent necessity for the 
extension of banking facilities and regarded organi- 
zation of banking as an important preliminary 
step to the advancement of Indian industries. The 
External Capital Committee in their report dated the 
16th September 1925 said, “ India possesses a vast store 
of dormant capital aw^aiting development, and in order 
to make this available for investment banking facilities 

must be increased and extended 

We would emphasise the importance of a co-ordinated 
survey being undertaken at the earliest opportunity 
of the whole field of banking in India”. The Royal 
Commission on Indian Currency and Finance which 
issued their report in August 1926, have also emphasised 
the same necessity. They said, Nothing should be 
left undone which will tend to facilitate and encourage 
banking progress in India.” Several discussions have 
taken place in the Central Legislature about the means 
to promote banking in this country. More than one 
public man has deplored the insignificance** of India’s 
credit institutions and demanded that a systematic scheme 
should be evolved to a<jcelerate the growth of sound 
banking. And as students^ of ^economics and finance 
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know that no country can ever hope to attain her eco- 
nomic salvation unless her banking institutions are 
properly organized, all that the various bodies, referred 
to above, have said in this connection is nothing but 
absolute truth. The importance of organizing Indian 
banking cannot be minimised or belittled. ^ Even the 
country’s currency reform cannot be suitably brought 
about un]es>s her banking system is constituted on satis- 
factory lines. 

To supply material for consideration and thought 
in connection with this, one of the greatest and most 
fundainemal problems which faces India, is the object 
of this book. As far as I am aw^are there does not exist 
any book at the present moment which fully and directly 
deals with the subject. It will be too presumptuous for me 
to claim any finality or rigidness for the views expounded 
herein or to regard the scheme outlined as the only 
possible solution of the problem. I am offering this 
book primarily with a vie^v to inform the public how 
backward and deficient is our banking system , secondarily 
to indicate in what directions steps can possibly be 
taken to improve the situation and lastly to invite 
criticism. The task of designing eonstTiietion of Indian 
banking is a foimiclable one and should naturally be 
undertaken by a competent investigating body which 
shouhl examine tlie qiiestion| thoroughly just as the 
National Monetary Commission of the United States of 
America did for that country in 1908. If my writing 
does anything to increase public interest in tlie Indian 
banking problem or assists in determining its solution my 
efforts wiUhave been sufficiently rewarded. 

I take this opportunity to thank all the banks 
and bankers that helped me in the study of this question 
during my visit to Ejirope in 1925. I am conscious 
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that at the cost of very great inconvenience to them- 
selves they readily admitted mo to their institutions 
and gave me every opportunity and facility to inspect 
their working and discuss with them various questions 
pertaining to banking problems. I am specially in- 
debted to the following for valuable information 
relative to the subject matter of this book. 

Lloyds and Midland Banks, London. 

Guaranty Trust Company of Now York, European 
branches. ^ 

Lloyds & National Provincial Bank, Paris. 

Banque de Paris et ues Pays Bask-ted?aris & 
Brussels. 

Netherlands Bank, Amsterdam. 

Keichs, Deutsche, Darmstadter und National 
and Commerz-und Privat Banks, Berlin. 

Credito Italiano and Anglo-Italiana Bank, Milan. 

I am also anxious to particularly acknowledge 
my gratefulness to the following gentelmen who gave 
me much valuable advice and assistance : Dr. Visernig, 
President, Netherlands Bank, Amsterdam ; Dr. Node, 
Director, lleichsbank, Berlin ; M. Pierre Guebhard 
of the Bank of France, Paris ; Mr. Spalding of Honkong 
& Shanghai Banking Corporation, London ; and Mr. 
Sykes, Secretary, The Institute of Bankers, London. 

My special thanks are due to ray employers, the 
Central Bank of India, Ltd., for readily granting my 
application for long leave to enable me to go abroad 
and for procuring me the necessary facilities. The 
visit was, however, on my own private account and I 
alone am responsible for the publication of and the 
views contained in this book. 

It remains to be acknowledged that I ain indebted 
to several authors who have written books on banking. 
It would be rather a lengthy matter to name them here. 
Major portion of the notes ^whijch were made use of in 



X 


PREFACE 


writing this book were originally collected for the sake 
of personal knowledge without any intention of 
developing them into a book form ; and as such, I was 
not too particular to record the source of information in 
my notes. I have, however, tried my best to state 
the source wherever possible, and if 1 happen 'to omit 
any author I crave his indulgence and assure him that 
it is not intentic4ially done. 

The writing of tlic MS. of the book was completed 
last year. However, without altering the general design 
and arrangement, the subsequent events, e.g. the 
Currenc{.^?.jid Reserve Bank Bills, the Japanese banking 
crisis, the closing of the Bengal National Bank, etc., 
have boon duly recorded and taken note of, either in the 
shape of footnotes or appendices » 

Principal M, L. Tanan of the Sydenham College 
o! Commerce and Economics, Bombay, Mr. Dady N. C. 
Nanavaty of the Central Bank of India and Mr. F. 
O^Reily, Retired Headmaster, St. Joseph’s School, 
Lucknow, have been kind enough to render me very 
valuable assistance and advice in compiling this work 
and I take this oj^portunity, of expimsing my sincere 
thanks to them. 

I am grateful to Lala Harkishen Lai for kindly 
writing a Foreword for this book. 

Owing to the pressure of official duties and the short 
time in which the book has been written I am afraid 
I have nob been able to give as concentrated an attention 
to the writing as I should have wished. I am conscious 
that there is some scope for improvement. However, 
as the problem is urgent 1 have thought it advisable not 
to delay its publication. After all, incases of this nature 
it is the matter w Inch counts more than the form in 
which the matter is presented, 

B. T. THAKUR, 

Calcutta, 

I9ih June, 1027, 



FOREWORD 

Mr, B. T. Thakur, a high official in tho biggest purely 
Indian Bank and the writer of a comprehensive and 
suggestive work on “ The Organization of Indian 
Banking ”, some months ago asked me^o write a fore- 
word to his treatise and I readily agreed knowing that 
Mr. Thakur was a serious student of active 

actor in the banking drama of the country ; and one 
who believes and writes that the importance of organising 
Indian Banking cannot be minimised or belittled. I 
realised this situation as far back as early ninetees of 
the last century and attempted to draw attention in a 
much humbler but more practical way than by attempt- 
ing a complete survey of the situation and prospects 
for which perhaps the material was not then quite ready 
or awple. In those days actual experience gained by 
working in a Bank was not possible in a capacity from 
where one could focus attention on the whole panorama 
of banking, Mr. Thakur being a younger man by quite 
a generation, has had splendid opportunities of viewing 
the whole panorma of Banking by holding a very high 
position in a large Bank from which he could command 
a place of vantage ; and he has freely added to his 
opportunities by constant observation, by a continuous 
study and by a special journey to England and tho 
continent of Europe, to compare his conclusions of 
Indian Banking problems with realities and* actualities 
elsewhere. There the results^ of long and continuous 
experience extending ovfir several centuries could be 
studied and compared more <?ffoc?tively than by a sit-at- 
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home attempt. Mr. Thakur has unreservedly placed 
the results of his study, observation and experience at 
the disposal of the reader of his work styled “ Organiza- 
tion of Indian Banking ” and one ought to feel really 
grateful to him ; for it is quite conceivable and likely 
that his attempt at the right time and in the right direc- 
tion may lead to public discussion of the various aspects 
of the Banking problems of India and help in their right 
solution. ^ 

Mr. Thakur has divided his work into 16 chapters 
each beiftgvia complete survey of the problems indicated 
at the head of the chapter. Chapter “ Introductory ” 
is naturally the most important as therein he unburdens 
his full mind and gives expressions to his long cherished 
notions and feelings. He says that if the people who 
manage banking concerns are competent, honest, sincere, 
enthusiastic, respectable ‘and desirable in every other 
respect, they will inspire confidence. This is very good 
and fi.xos a very fair standard of selection for employers, 
but one might ask, has this high standai’d been generally 
neglected in the past or is likely to bo buried in the 
future. My own experience of banking now extending 
over 34 years l(!ads me to say that this standard is 
quite easy to maintain in this country and fortunately 
most Indians can readily answer to these queries in the 
affirmative. 

Mr. Thakur then passes on with enthusiasm to the 
much discussed question of “ Safeguarding interest of 
depositors against reckless dissipation of their funds by 
unscrupulous bank directors,” If legislation could 
accomplish this and would assure every depositor that 
his money will be quite safe under a new legislative 
disponsatiqn and more so than it is at the present time 
one would welcome sucli legisla|ion and wait.; but this^ 
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has not boon yet accomplished even in England or 
Europe. Without any specific legislation the results 
of Indian Banking of a quarter of century have been 
more praiseworthy than anywhere else. Humanity has 
not yet invented such a perfect legislation and Mr. 
Thakur himself leaves it to others to devise this legisla- 
tion, therefore ,it appears that one should not wait but 
do the little that one can under the pi^sent imperfect 
human constitutions and human institutions. The law 
of the survival of the fittest would operate as effectually 
in this as in other spheres of creation. To create a 
better humanity by legislation would be quite a* tiling 
and need not bo attempted. To regulate by legislation 
is quite possible ; but the time for that always is when 
a type has come into existence and has to be perpetuated. 
Indian Banking must pass through a series of changes 
before a suitable type is evolved. This type would 
evolve only when national commerce, national industry, 
and national agriculture with national fiscal policy are 
evolved. When is that to be ? On the (jontrary in- 
fanticide of banking is at present a|)parently looming 
in the legislative chambers. As a sonloss Hindu seeks 
the help of charms, incantations and prayers for the 
blessed one to appear to continue the name and the 
race, so does a Hindu whoso country does not present 
modern industrial growth of Europe ; and which has 
very little vested interest in its international commerce 
and trade. But take it from those who have given life- 
thought to these problems that it is the Hindu himself 
in his non-official capacity who will win the race for pros- 
perity for his country ; and establish a race of blessed 
ones to come and to go in the right time. 

Mr. Thakur is mucl^ more on a solid ground when 
he addresses his appeal to hi^ o\^n countrymen as shown 
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from random quotations. “ Every country sees that 
its own banking institutions are developed as quickly 
as possible if its finances and through it all other acti- 
vities are not to bo dominated by foreign interest.^’ So 
far excellent, but when ho adds that “ and how could 
we bring tl\is about unless there is suitable legislation 
and support from the country’s government ” an old 
man like mysoK demurs. The older man has better 
reasons and more experience to guide his opinions than 
the young Thakur has. Mr. Thakur’s survey of banking 
functions and activities is sound and good as it is based 
on exp^iWiice ; and his historical survey also appears 
to me to be quite correct as he therein speaks from the 
book ; but lessons to be learnt and right inferences to 
be drawn from a survey of the lives of the dead (banks) 
has not been attempted. 

He deals with the . “ Imperial Bank of India ” 
chapter III, Backwardness and Defects,” chapter IV, 
and ‘‘ Two Models ” chapter Y, In this chapter he gives a 
reliable account of banking systems of Europe and 
Anuuica and its perusal affords very valuable and 
suggestive help to the enquirer. Those chapters are 
followed by ctiapter VI on ‘'Issues” and chapter VII 
on “Government Control.” Chapter VH is one with 
which I can’t agree for several reasons, the one 
important being that under the present system of 
Government in this country there is a very wide 
gulf between the provisions of an enactment and its 
administration. It has been noticed, in the case of 
Land Alienation Act of the Punjab, that the administra* 
tion has straightway negatived the expressed intentions 
of the legislature. 

Chapter VIII deals with the “ Central Bank ” and 
Mr. Thakur ventures on certain opinions but the Draft 
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Bill now being circulated and considered under tlie name 
of “ The Reserve Bank ” does not, L regret to notice, 
take full measure of Mr. Thakur’s hints by anticipation. 
The author then proceeds with chapters IX, X, XI and 
so on, on “ Bank Law ”, “ Foreign Banks ”, 

“Indian Exchange Banks”, ‘‘Agricultural Credit”, 
“ Industrial Bahks ”, “ Other Banks ^and Bankers” 
and lastly a chapter dealing with general matters, 
e.^., propaganda, vernacular accounts, ^taiiip duty, 
commercial law, mortgages, etc. 

For want of time in consoquonce of an accicient I 
am V ry sorry not to be able to specifically express 
approciati ii of inuch widsom and shrewd common sense 
to be gathered from these pages. I have no hesitation 
in recommending a careful study of this very cieditablo 
olfort of Mr. Thakur, and I wish hitn every success. 

Lahore, HA li Kim K N LAL. 

Dated, KHh May 1927. 


Since writing the above 1 liave had to study the 
” Reserve Bank ” Bill in a meeting of experts and have 
been favoured with Mr. Thakur’s notes on the same. 

One could not devise a deeper measure of mono- 
polising the whole banking of India and more complete 
usurpation than this Bill does. It amounts to this : — 

No Banks but the Imperial Bank of India, no 
humbug of National Banks, Industrial Banks, Commer- 
cial Banks, but the Imperial Bank of India. If the 
favourite one appears in a fisher’s hut or on house boat 
or in Tambucto, three lacs^free of interest for five years 
e(jui valent to a gift of Rsf 21,000 a year at the 
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prosent rate of the Imperial Bank investments. Then 
the free supply of gold ; not from the Reserve Bank. 
How sometimes positives are used to mean negatives. 
I do not propose to dilate on the interliner readings 
of this measure as I have no doubt Pandit Moti Lai Nehru 
and his flock in the Assembly and Mr. Thakur outside 
will be able to meet the situation. 

H. L. 
lC-6-27 
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CHAPTER I 

INTRODUCTOKY 

Basic conception^ — East familiar with credit transac- 
tions in ancient times — -Derivation of bank ’’—Money 
changing— Goldsmiths — Brief history of j^aking in 
Europe — Functions and Services — Factors inducing bank 
deposits — Credit, greatest of banking utilities — Bearing 
of finance on national interests — Bank of Issue’s utiTTty 
and ijuportance — Unification of credit and currency — 
Banks jjow'erful but necessary —Influence on economic 
activities. 

Banking is an essential economic; activity of 
human society upon the sufficiency and adequacy 
of which depends its proper economic advancement. 
In one form or another services corresponding to it 
have been in existence since very early days. 
T he most elementary economic ideas to save or store 
and lend, which constitute basis of principal func- 
tions of a bank have been in existence since ages. 
In the early stages of society when institutioti of 
money was unknown, people who had no immediate 
use of their goods or had more than what they 
required would lend the excess to others who needed 
them, on the promise or guarantee that such goods, 
or others, but equivalent in value, would be returnccl 
to them at some later date. For example, those 
who grew cotton would lend certain quantities to 
spinners and weavers, who would liquidate such 
loans in yam and cloth. Originally such transac- 
tions were direct, but latet when society passed the 
earlier stage of developnaent,' thfe holder of surplus 
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goods found it inconvenient or difficult to get 
at reliable borrowers of his goods, and there came 
into existence a ^rt of intermediary who specialised 
in mobilising the surplus commodities and in lending 
them to those, who either needed them or could 
work them up. This intermediary corresponds 
to our present day Banker, For his services he 
would get something more in exchange value than 
w^hat ve JNad lent and likewise as an inducement 
to people to entrust their surplus stock to liim, 
he would promise them some extra exchange value. 
Such excess charge and payment correspond to 
our present day notions of interest. Next, when 
the system of barter or direct exchange of com- 
modities disappeared on the introduction of money 
ideas, the excess goods were translated into money, 
unlcvss the holder thereof as a merchant traded in them, 
which ultimately brought into existence the deposit 
of money and its subsequent lending. From this 
period may be traced the history of banking as 
it is now understood. 

Credit transactions have been carried on in the 
East — India, China, etc., centuries before Grecians 
and their conquerors the Romans developed their 
social organisation. There are references in Manu’s 
books about credit and the rate of interest. Egypt 
was not unaware of banking operations in her old 
lofty days. In Assyria they used the instruments 
of credit even before the advent of official coinage. 
Later in Athens and Rome the Bankers’ calling 
was publicly recognised. These instances confiim 
that the business of banking has been in existence 
in the world long before Europeans realised its 
advantages and established it on systematic basis. 
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The word “ bank ” in the economic sense covers 
various meanings which all express one object, 
a contribution of money for a common purpose. 
Thus Bacon in his essay on usury, while explaining 
how the discommodities of it may be best avoided 
and the commodities retained ” refers to a “ bank 
or common sto'ck ” as an expression \yith which his 
readers would be familiar. Originally connected 
with the idea of a mound or bank of earibj^t'he term 
has been gradually applied to several classes of insti- 
tutions established for the general purpose of deling 
with money. Another derivation connects it with 
" banc ■’ or bench upon which the medieval European 
money-lenders and money-changers used to lay out 
their stock and carry on their trade. These deriva- 
tions, which refer to the introduction or establishment 
of banking in Europe, do not carry us beyond the 
middle ages ; but they by no means suggest the date 
of origin of banking in the world which as already 
remarked is much more antiquated. The credit 
instruments were known to the Asiatics and the 
nations in trade relationship with them, centuries 
before the medieval banker in Europe had developed 
and perfected his Bill of Exchange. 

Money-changing was once regarded principal 
function of a banker though now-a-days he hardly 
touches it. It is easy to see why it was s'o. On the 
introduction of institution of money difierent coimtries 
adopted different metals and of varying weights, as 
units of money. This led to the necessity of some 
sort of organisation whereby money of one ’country 
could be changed into that ,pf another. This was 
but natural. Ways had to be foxmd whereby people 
in commercial relationship must* settle their transac- 
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tions and pay differences in different monies, which 
must be changed into the money of their country, 
where they carried their main business. This 
brought into existence money-changers who tried 
to remedy the inconvenience to which merchants were 
subjected through the uncertain value of different 
currencies. Jhey were shrewd and' soon realised 
that they could make much better use of their com- 
modities ’(li'-onies) and also increase their profits. 
This led to the introduction of credit instruments, 
deposits, lendings, etc. Thus the later banker was 
a growth out of the previous money-changer and he 
naturally long stuck to and regarded his previous 
occupation of money-changing as his principal 
business. 

In England banking came to be developed through 
goldsmiths who since the days of James I (1566) 
accepted deposits for safe custody and gave in lieu 
receipts or notes lor such monies payable on demand. 
T’his can be fitly described as the origin of deposit 
banking in that country. In course of time these 
receipts or notes began to pass as money from hand 
to hand . The goldsmiths soon realised the importan(;e 
and profitable nature of having others’ money on 
deposit and its subsequent lending. The goldsmiths’ 
notes are the origin of the bank notes in England. 
The system of issuing notes for money deposited 
continued till 1781 when the London bankers gave 
cheque books in lieu of notes. 

The European banking is indebted to the Jews 
for the great stimulus which this “ despised but 
industrious race ” gave to this form of economic 
activity. They were ej^cluded by almost all the 
Christian countries’ torn ^ possessing land whi^ch 
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forced them to have their possessions in liquid form. 
The constant dread of confiscation sharpened their 
ingenuity in devising instruments for the rapid 
and secret transfer of their property which brought 
into existence in Europe “ The Bill of Exchange.” 
Moreover, Christianity forbade the lending of money 
at interest. This threw the responsibility of finance 
upon the Jews who grew into a powerful financial 
race. In course of time their strength and power 
was very keenly felt by the Christian* people who 
began to change their notions about interest. The 
European legisjlators began to permit interest at 
reasonable rate and determined efforts were made 
to dislodge the Jews from the supreme position 
which they had begun to assume in the civic life. 
Be it said to their credit, the Jews even to-day 
occupy most important position in the financial world. 
Some of the biggest banks in the world are. owned 
and/or controlled and/or influenced by the.oc people. 

The early bankers did not confine their activiti&s 
to banking alone. In almost all cases they did 
other business side by side. It is true that even in 
the present day some commercial houses have their 
banking departments but their banking activities 
are of secondary importance and do not occupy any 
important place in the banking world. Indian 
bankers in the past have generally carried on ordinary 
trade with their banking businesfe with the result that 
this dual activity has greatly reacted upon banking 
development of this country. It is only very lately 
that private Indian bankers have realised the strong 
necesiSty of not adding ordinary commercial transac- 
tions to their credit business. 
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As Europe is the pioneer of modem banking 
it may be interesting to look into its banking history. 
The banking activities in that Continent developed 
originally in two directions : “ Deposit Banks ” and 
“ Exchange Banks ” which later mixed with and 
merged in each other. The Banco di Rialto was 
the first public bank of the former type founded in 
Venice in 15S4. This bank was called into existence 
by the natural development of trade to facilitate 
trade transactions. There are also examples where 
banks were established by governments not only to 
facilitate trade of their countries but actually to 
develop the same. Of the latter type the Bank of 
Sweden established in 1666 is the earliest instance 
and it still continues to be the State Bank of Sweden. 
To this bank is also due the credit of invention of the 
bank note — perhaps adoption for use in Europe is 
the better expression, as notes wCre current in Cliina. 
about A.D. 800. Of the examples of the earliest 
exchange banks we have Bank of Amsterdam 
(1609) and Bank of Hamburg (1619). It may be 
mentioned here that the exchange banks of old 
differed from banking as now understood. They 
dealt with foreign exchange and facilitated trade 
with other cx) untrics . Receiving deposits and making 
loans weie not their original fimctions though they 
grew up in course of time. They had no capital 
of their own nor did they require any for the 
performance of the restricted nature of business which 
in those days constituted banking. The Bank of 
Amsterdam was started as a result of the increased 
international commercial importance of Holland 
and to avoid the dangers of clipping to which the 
Dutch currency was subjected. The ordinance which 
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established the bank required that all bills of 600 
gulden (£ 50) or upwards should be paid through 
the bank, or in other words by the transfer of 
deposits or credits at the bank. These transfers 
afterwards came to be known as bank money. The 
charge for making the transfers was the only source 
of income to the bank. It was required to keep 
the whole specie for which bank money w^s outstand- 
ing in its vaults. This regulation was, however, not 
strictly observed. Loans were made on s?hr various 
dates to the Dutch East India Company and City 
of Amsterdam, News of these loans impaired ,J;he 
public confidence, and the bank, “ after holding the 
leading place in European commerce for generations,” 
ceased to exist in 1820. The Bank of Hamburg 
continued to occupy its predominant position in bank- 
ing till 1873 when its existence was dossed by the act 
of the German Parliament which decreed that 
Germany should possess a gold standard. Tliis 
removed those conditions of the local medium of 
exchange — silver coins of very different intrinsic 
value whose circulation had provided an ample 
field for the operations of the bank. The Bank of 
Hamburg's business was to assist commerce, not 
by loans, but by the local manufacture, so to speak, 
of an international coinage. ” By supplying a 
currency of universal acceptance the Bank of Hamburg 
greatly contributed to the prosperity of that city.” * 

The Bank of England, the first public bank of 
that country was founded in 1694. A loan to the 
British Government was the origin of its establishment 
which constituted its capital. The management 
of the British National debt was entrusted to it. 

♦ Encyclopedia Britannica. 
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Its. scope of usefulness was enlarged from time to 
time and to-day it is one of the most powerful banks 
in tlie world. This is the only bank which enjoyed 
the privilege of limited liability long before it was 
publicly legalised in England. For, up to the date 
of the act of 1862 permitting limited liability, every 
shareholder in a Joint-stock Bank was liable to the 
extent of hie whole fortime. It may also be men- 
tioned here that in a way even Joint-stock Banking 
was not" pSi-mitted till 1833. The A<J of 1707 v/hich 
prohibited more than six persons from issuing 
prcyiussory notes was intended to prevent any bank 
being formed with more than six partners, because 
the issuing of promi.Ssory notes for deposits received 
was then essentially the main feature of banking. 
This had the effect of preventing any Joint-stock 
Bank being formed. 

In France the first public bank was established 
in 1710. It was converted in 1718 into Banque 
Royale and its notes were guaranteed by King 
Louis XV. The bank, however, failed 3 years later 
in 1721. Some attempts were made to start tVesh 
banking enterprises but without any material riNSult. 
Napolean, how^cver, realised the necessity of having 
a credit institution and he founded in 1800 the 
Bank of France which has remained from that 
time to the present day the most powerful financial 
institution in that country. 

’ We do not think it necessary for the purpose of 
this book to pursue any further the historical de- 
velopment of European banking. The few' in- 
stances that we have given will suffice to show its 
orinig and initial stages 'of progress. 
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'J'he present is the age of niecjianical develop- 
ment. We liiid concerns and enterprises on such 
a large scale as would have lM)en consideicd im- 
possible in the last century. They have been 
accelerated into existence by the keen competition 
which has resulted from the narrmving, if not eli- 
mination of distances due to the progress in loco- 
motion, shipping, aerial navigation^ telegraph, 
telephone, radi('graphy, etc. The elcment^of cost 
is most important and cost can be reduced by large 
scale production, though after a certain stage the 
la.AV of diminishing retiu'ns sets in, 8uch big enter- 
prises require much bigger credit facilities than 
what hav^e been available in Ihe past. This has 
necessitated organisation of credit institutions so 
as to meet the modern cralit demands. By oi'gani- 
sation, systematic work, and co-operation of all 
coneemed, modem banks have developed business, 
strength and solidarity undreamt of in the past. 
The fundamental principles of banking are the 
same whether in the past or now : they are simply 
getting new shapes and new forms to meet varied 
needs. Fm’ther, it is the organisation, the mar- 
shalling of banking activities, wliich has developed 
all the latent powders of banking and brought into 
relief its tremendous strength in the modern eco- 
nomic life. Countries which wish to develop their 
economic career and do not desire to be swallowed 
up by foreign competition must first devote their 
attention to the problem of their credit institutions, 
satisfactory solution of which is most essential 
before their other economic activities can progress. 

The most important services which modem 
banks are capable of rendering to society are in 
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the following directions : — 

(*) Mobilisation of savings and the in- 
(.nilcation of habit of thrift. 

(ii) Organisation of credit on the basis of 
money deposited with them. 

.(Hi) Financing of human activities. 

(iv) i^xchange and transmis?;ion of money. 

(v) Management, control, and issue of Bank 

Notes - a fomi of money usually 
adopted by all the principal civilised 
» countries. 

(vi) Regulation of money market. 

The modern banker besides the above functions 
dischaiges many useful duties like those of an agent, 
a trustee and so forth, which, becau.se of hi.s re- 
lationship with a vast clientele, he has been called 
n])o.n to porfoi-m in the spirit of rendering greater 
facilities to his customers. For example he pur- 
chases and sells shares and secimties on behalf 
of his customers, he a,dvi es them in the matter of 
investment of their surplus fimds, procures insur- 
ances of every description, assists in income tax 
matters, manages affairs of thase who may be either 
in difficulties or require his help, works as executor, 
administrator, receiv(>r, liquidator, anrl tnistee 
and so forth. He accepts articles for safe custody 
and sometimes conducts a special Safe Deposit 
Vault for such purposes. He procures credit in- 
formation for his customers. In coimtries like 
Germany, France, Holland, Italy, etc., every im- 
portant bank is a member of the local Stock Ex- 
change and thus not. only expeditiously carries 
out orders of its customers regarding Stock Ex- 
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change transactions but actually helps to keep 
the market active and alive. European, specially 
continental banks are reckoned to be amongst 
the biggest underwriters of new first class flotations 
and bring into close touch the real small investors 
of the country with those wanting capital. Thej'^ 
are thus the most powerful instrument in keeping 
up the economic progress of their respective coun- 
tries. Some of the continental banks to J^jlitate 
investments actually permit delivery and lodgment 
of bearer securities just as money is withdrawn 
and deposited by cheques and jiaying-in-slips. But 
as the agency functions are not essential to a banker, 
they will not be dealt with at length here. 

If the institution of banks were unknow'ii, 
people would either hoard their savings or lend 
directly to those who needt^l them. In the former 
case, the savings would remain idle : neither ivould 
they bring any return nor be of any use to those who 
might need them ; also the risk of preserving their 
monies from theft and the like dangers would fall upon 
the owners. Further, money in .«uch cases w'ould 
usually consist of precious metals, which would 
tend to make greater calls upon their availability 
with the result that their exchange value would 
continuously increase - a factor distobing in it- 
self. If a person thought of lending directly, that 
would not be possible in every case because he might 
not know the jierson w^ho wanted such assistance. 
Also he might not possess knowdedge and ability 
required for safe lending, lihirther the lender might 
not be able to get back his loans when he wanted, 
whereas in banks, money , could be deposited with 
condition to withdraw it on demand, or at notice 
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as the depositor pleases. Also a boiTOwer general- 
ly finds dealings with a systematic and regular 
banker more .satisfactoiy. Banks stimulate savings 
by offering inducement of interest; amounts, how- 
ever small, are always acceptable on interest to 
a banlcer, which ordinarily in themselves may not 
be of practical use to a borrower. All the above 
things coriSidered, the banks are doing a distinct 
service ^ to societ}'^ in organising accumulation of 
savings. 

There arc, however, a few factors, which affect 
the utility of banks as machines of savings. The 
first is that the banking system should command 
requisite confidence of the depositing public. 
This confidence may be the product of various 
factors. If the }ieople who manage banking con- 
cerns are competent, honest, sincere, enthusiastic, 
respectable, and desirable in every other resjject, 
they will inspire confidence, provided the general 
atmosphere and other conditions are satisfactory. 
Again, confidence may be built up by banking firms 
and houses gradually after long years of steady, 
.satisfactory work ; or in the case of countries newdy 
developing banking institutions on modeni lines 
it may be assured by banking legislation safeguard- 
ing interests of depositors against reckless dissipa- 
tion of their funds by unscrupulous bank directors. 
It is ridiculous to say that because some countries 
have been able to build up banking traditions com- 
manding public confidence without any legislation, 
the countries that are now thinking of systematic 
grewth in this direction, should do likewise. Is 
it not a fact that the oldest coimtries have passed 
threugh great crisis, which might have been averted 
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or at least greatly reduced if there had been some 
sort of control, check, or examination ? Again, 
IS it not a fact that the unscrupulous acts of a few 
have reacted upon the prestige of others and re- 
tarded their normal growth ? And again, what 
is Avrong in profiting by the experience of others 
and devising means of smooth and stca(^ develop- 
ment V Pages of history of banking in other coun- 
tries amply show the need of legislatio\w\t least 
in countries now th nking of systematic develop- 
ment. Let those who doubt read “ Romanct^ 
and Tragedy of Banking in America ’’ and they 
will be convinced of the force of the above argu- 
ments. The present powerful financial and credit 
structure in America has been girntly accelerated 
into existence and developed by the existence of 
banking laws in that country. 

Biinking is like every other busine.ss- those' 
who start early with benefits of past connectior>s 
and traditions have immense advantages, hiven 
if they move out to new territories they are generally 
sure of suc-cess— these are advantages which the 
new entrants do not [x>ssess, and as such their de- 
velopment is tardy, spasmodic and not w’ithout dis- 
appointments and failuius. Is it not the duty 
of the State, to find out means by which its institu- 
tiorrs are not jeopardised by foreign concerns, merely 
because the latter come with past history ? E very- 
country must see that its own banking institutions 
are develo})ed as quickly as possible if its finances 
and through it all other activities are not to be* 
dominated by foreign interests. And how could 
we bring about this unless there is suitable legisla- 
tion and support by the .country’s government ? 
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Banks deal with that precious commodity, 
money, that unless people were absolutely sure 
of the safety of their deposits thej would not en- 
trust tlwsni to banks. And this confidence can 
be induced, accelerated and fostcjcd by bringing 
into existence suitable m|uisite machineiy. 

The second factor, which snccessfully induces 
deposits in banks is, that money should have coni- 
parativ6i> stable value. If jKiople are not sure 
that their money would not depreciate in the course 
of time during whicii it lies witli !)anks, they uould 
lather think of converting it into moxe stable values, 
like curnMKiies of other countries, |)recious mi'taJs, 
stones and the like. I'his is not a work on the 
monetary refoim of India and as such we do not 
wish to burden its principal pages w ith any discussion 
of this subject. But as the currency problem is so 
intimately connected with banking we shall be 
giving our views in an appendix. 

Other factors affecting this aspect of banking 
are: - banking habits, depositing facilities, induce- 
ment of interest to depositors, withdrawal of money 
without any extra cost and so on. Banking habits 
will be developed as a necessary corollary to the 
foundation of confidence, and requ re some propa- 
ganda. DejKisiting facilities would multiply as the 
banking system gains momentum. At present the 
Avhq|t: of Europe is studded with banks— even the 
smallest territorial units are not laeking in banking 
facilities. Inducement of gain to depositors will 
be offeifed by interest. This, however, will have 
to lie limited by the npces.sity for money and other 
circumstances, but can he made attractive by 
prize and lottery ‘drawings, etc. Withdrawal of 
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money from banks can be made without any cost 
by abolishing stamp duty on cheques as is the case 
in America and Germany. 

Banks do not accept deposits for the meie fun 
of keeping money with themselves, but they use 
them as basis on which they organist* crtidit with 
which they finance economic activities^ The con- 
struction of credit is perhaps the greatest of bank- 
ing utilities. Every unit of money that ji*'iu7t kcT)t 
in actual circulation or not hoarded but is deposited 
in banks, serves the purpose* of at least 5 units. 
This may apj[.)ear as a paradox, but will be apparent 
on little explanation. Ix^t us assunit* that banks 
ket^p 20 per cent, of their deposits as cash with 
themselves, and the rest they lend— this is the 
usual practice. And if the sums advanced are 
again deposited with the banks, 4/5ths of these will 
again be lent and so on ad inf . — This is, of course, 
on the assumjjtion that the linking system is suffi- 
ciently developed, and the amount of money going 
in actual circulation, by actual w'ithdrawnls from 
the banking organism as a whole, is small, 'J'bus 
the total cash with banks, satisfies claims of de- 
positors upto at least five times its amount. Claims 
for money on banks may either be in respect of 
original savings deposited or in lespect of advances 
made subsequently therefrom. If banking is de- 
veloped sufficiently, the cash percentage may safely 
be reduced to 15 in which case every unit deposited 
serves the purpose of 7 units. This shows how 
banking ci-edit is of even greater importance, for 
the development of a country’s commercial and 
industrial activities, than the actual volume of 
money itself. ' By the inculcation of biuiking habits 



16 


ORGANIZATION OT INDIAN BANKING 


OJIAP. 


and introduction of adequate banking facilities 
legal tender cuiTency of a country can be made 
to satisfy financial and credit needs many times 
over and above its volume, A German writer 
has summeil up the credit utility of a bank as 
under - 


“Through the activity of the bank, the 
(deposit is made to perform several 
. economic tasks at one and the same 


time. The same sum which the cus- 


tomer has entrusted to the bank may 
be used by him for business purposes, 
the manufactuicr teing able to make 
contracts, the merchant to order goods, 
etc., on the strength of his bank bal- 
ances ; the banker uses the money for his 
own purpose, granting a loan to a cus- 
tomer. The customer again— say, a 
manufacturm’ - usi's the loan to pay 
his workmen, who in turn use it to 
make purchases ; and all these trans- 
actions take place during the inter- 
vening few weeks while the deposit 
remains at the bank. Thus the same 


sum has peidormed several economic 
functions at the saim; time and in so 
doing has rendei-ed to the public several 
times the amount of service that it 
could have done without the interven- 
tion of the bank. Here lies the main 
advantage of the banks for the money 
circulation, an advantage which is not 
sufficientlj’- -appreciated.” * 

* Diroctor of Statistic’s Memorandum on Banking lo the industrial 
Commission. • <4 
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[ Students of Mathematics can easily verify the 
above truth a simple algebraical calculation. 
Assuming that a sum of money Mis deposited and 
a cash iiercentage of 20 per cent, is to be maintained, 
then out of M, wi 11 be advanced and ^ will be 
retained as cash. will in turn be deposj.ted in 
banks by the borrower or borrowers, whvrh will again 
be treated like the original deposit, *.<!., t*'xi will be 
kept as cash, and “'I? x I advanced agaiii.*" 'fhe last 
item will again come as deposits to banks, and be 
treated in the .same way. Ultimately with M units 
deposited in the beginning the banks will have 

M{l+t+(?.)“+(^)“+ -= 1 deposits built 

up. The above .series can be summed up as a 
geometrical progres.sion and is equivalent to 5 M. 

If M be equal to the volume of legal tender 
currency, by organisation of banking, it can be 
made to yield the .same amount of financial service 
as 5 M.] 

Savings, which banks accumulate and the 
credit wdiich they build up aiv only as a means to 
the financing of human activities. Agriculture, 
trade, industry, transixirt, etc., all require money 
or orders to money for their existence and growth. 
Rightly are banks described as giving life blood to 
human activities. But whether they rendei- thi.s 
assiistance in the right direction or not is another 
question. They are capable of this jxiwer, but 
sometimes they utilise it. not in the interests of 
the country where they flourish, but in other in- 
terests. If sufficiently powerful and unchecked, 
they are capable of crippling industry and trade 
whenever and wherever they wish. It is of utmost 
iipportance.that financit^ activities should be direc- 
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ted in the national interests, and all encouragement 
should be extended to such of the banks as are ful- 
filling their mission in this respect. 

Credit or financial assistance is of various kinds 
and can be extended in a variety of ways. It has 
peculiarities of its own varying with the peculiarities 
of the actiyities, which it proposes to assist. This 
has brought into existence different classes of 
banks, Commercial, Industrial, Agiicultural, 

Land Mortgage, etc. Commercial Banks aie again 
sometimes differentiated from Exchange Banks, the 
latter being confined to the financing of foreign 
trade. Then we have private bankers or banking 
houses and discounting houses. Methods by which 
banking facilities are given take the forms of loans, 
cash credits, bills, both inland and foreign, guaran- 
tees, credits, acceptances, and so forth. Complete 
description of the above forms is bej’ond the scope 
of this book as it more suitably relates to the practi- 
cal work of a bank and will be appropriate in a 
treatise dealing with the same. However, such of 
the points as can be conveniently mentioned to 
explain the utility and desirab lity of basing our 
banking system on a proper division of credit 
functions will be referred to later in their proper 
places. 

The work of transmitting money on behalf of 
the customer is a great economic service, which 
banks have been doing since ver\’ early days. The 
transfer of money from one person to another may 
be either in the same place or from one place to 
another. Again it may be from one currency into 
another. The convenience, of such a transfer is, 
of course, greatly appreciated if it is from one place 



I. 


INTRODUCTORY 


19 


to another at a considerable distance. “ Whore 
an easy method of transmission of casli does not 
exist, we become aware that a rate of exchange 
exists as truly between one place and another in 
the same countrjr as between two places in different 
countries.” Moreover doing of such services eco- 
nomises the use*of legal tender and metalpc money. 

All the civilised countries have by this time 
realised the necessity of establishing BanV of Issue, 
which brings into circulation paper money and 
concentrates deposit of precious metals for proi)er 
use. Such banks further serve as bankers' banks. 
Currency and credit are so interconnected that it 
is considered necessary to entrust unified control 
over them to a body like the Bank of Issue. The 
availability of frrecious metals in which legal coins 
are minted is restricted, which has led to the intro- 
duction of bank pafrer money, portion of which is 
backed by precious metals and the rest by other 
easily realisable assets. I'he total volume of money 
rerjuirod to carry oir all the activities of a country 
is much moi'e than the sujjply of precious metals 
available to it, and the institution of paper currency 
has easil}^ solved this difficulty. Without the 
inception of paper currency the unit of money would 
be liable to great tiuctuations in value, causing eco- 
nomic disturbances and restricting proper growth 
of economic activities. The Banks of Issue are a 
powerful factor in expanding and contracting the 
volume of total currency so as not to cause any 
great disturbance in the value of money with the 
expansion and contraction of economic activities. 
The organised banking system with the Bank of 
Issue at its back reduces tjie /juantity of precious 
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metals as backing to the country’s monetary system 
to a very small figure, which to a layman may ap^x^ar 
even unthinkable. It is estimated that the amount 
of gold with the English banks is hardly 5 per cent, 
of the total banking deposits and Bank of Eng- 
land’s Notes in circulation, which means that everj'^ 
gold sovereign or its gold ecpii valent -with the Bank 
of England, is serving as good a purpose as £20. 

Bank: with their ultimate support, in the 
Central Bank or Bank of Issue are the guiding fac- 
tors in the money market. If necepsary they bring 
money from abroad for internal use or vice-versa. 
They may use their power and control over money 
market rightly or wrongly ; they may use it in the 
interest of one economic activity at the cost of 
another, or they may abuse it and injure a nation’s 
interests. But there is no doubt that banking 
like its chief commodity, money, is as powerful as 
money. Many conflicting demands are made upon 
bankers for assistance, but upon the proper distri- 
bution of their assistance depends the contented 
equilibrium of society. 

Requisite material for the successful prosecution 
of any business are men, money and goods. This 
applies to banking also. We have enough honest 
and Cod-fearing men in this country whose names 
will inspire requisite confidence. Owing to the 
vicissitudes through which Indian banking has 
passed, some of them are keeping in the background. 
As soon as suitable legislation, safe guarding general 
interests and stimulating confidence is sanctioned, 
there will be no dearth of desirable persons, who 
will come forward to mapage and control banking 
enterprises. Bankipg figures of other countries 
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show that capital forms about 5 per cent, of the 
total business transacted. And India can be ex- 
pected to produce requisite capital for banking 
enterprises, if people can be reasonably secured from 
bank failures. Commerce Colleges and Dej^artments 
of Commerce of various Indian Universities are 
producing good banking students. Tlipy can bo 
trusted to be transformed into good banking officials 
after some training. But the only pity is^^that they 
aro losing their enthusiasm and wasting their know- 
ledge because there is not sufficient field. 

liYom what has been said above it will ap]:)ear 
that the present day’^ banking is not onty a very 
complex and specialised economic activity, but it 
is extremely powerful in its direct influence on the 
course of Agriculture, Commerce and Industry, 
nay on their inception, development and caieer, and 
indirectly on human happiness, through the effect, 
which banking and its inseparable ally, money, 
have uj)on prices, wages, and various other factors, 
which count in the determination of human con- 
tentment. -Founding of banking system on a proper 
basis is of paramount importance to a country, 
which should receive first and foremost attention. 
Upon its successful functioning depends the growth 
of country’s economic and through it political and 
social institutions. If banks are working with no 
other aim but of mere profiteering or if they are 
controlled by vested interests whose principal object 
is to further the interests with which they are con- 
nected, then it is clear that their existence ia against 
the national interests. The cry of certain sections 
in some of the Western* countries, including Eng- 
land, to nationalise banking i§ due to this vast 
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influence which banks exercise over their destiny, 
to the feeling that such influence is sometimes, if 
not often, wielded against their country’s best 
interests and to the fear that if unchecked, in course 
of time, this pow'er may develop to such an extent, 
as to threaten their individuality. 

Some ^f our readers may be* aware of the 
proverbial though magnified oppression which Maha- 
jan of thfc village Bonia is cajiable of inflicting upon 

his clients they have simply to substitute the word 

“ bank ” for Makijan and they will realise the gj-eat 
influence, which banks are capable of (exercising 
upon society. We do not mean to say that they 
are actually oppressive, but we are laying emphasis 
on their capacity and power to stamp their will 
upon forms of economic activities. I’rue, there 
are limitations upon their influence in the nature 
of public support, sympathy of depositors and so 
on, but they are sometimes of very small value. 
The influence of banks is extremely large, which a 
man in the street hardly it‘alist?s. Banks, at times, 
can be, if they choose, very arbitrary and despotic. 
When the Bank of England was being founded in 
1694, under the auspices of the ruling prince 
William III, people were really justified in ap- 
prehending the power of the bank “ lest it should 
hereafter join with the prince to make him absolute 
and so render Parliament useless.” Students of 
European History must be familiar how the finan- 
ciers and bankers were powerful and practically 
controlled the destinies of the various states. The 
fighting powers were always anxious to be in good 
books with bankers of international domicile and 
often their success^ depended upon the extent of 



1 . 


INTBOWUCTORY 


23 


financial assistance which they could hope to get. 
Even in the last great war it was the assistance of 
banks which supplied the requisite moneA^ to prosecute 
it. 

But although banks are very powerful they 
are still without doubt more necessary. And all 
that the people should aim at is to cstabifsh their 
banking system on proper foundation and prescribe 
necessary safeguards. One tiring is certain that 
the banking machinery of a country should be in the 
hands of its own people who arci the only pei'sons 
who can feel into the spirit of the country’s necessi- 
ties and work it according to its needs and require- 
ments. Such an extremely powerful weapon 
should under no circumstance lx; allowed to fall 
in the hands of foreigners who can never resist the 
temptation of wielding it in the interests of their 
ovTi nations. If under any circumstances it be 
absolutely necessary tr> import foreign talent and/or 
money to start or give impetus to the v hole move- 
ment, by all means have them , but always keep the 
goal in front, viz., to guide and control in the 
national interests and replace them at the earliest 
possible moment by the indigenous material. 
If foreign elements aie allowed to have undisturbed 
field to themselves they are sure to develop into 
a powerful force. This is practically the present 
case in India, where the major portion of banking 
activities are in the hands of non-Indians. This 
has been made greatly possible by the apathj' of 
the Indian Government. No responsible government 
with national interests at heart could afford to be 
mere indifferent spectators at the manner in which 
Indian banking has been allowed to be dominated 
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by non-Indians. Banking is the key to the solu- 
tion of all economic problems and should be re- 
tained in the liands of India, d’he task before the 
people of India of reconstructing their banks al- 
though great, is quite clear. Even if India \vere 
to get self-government or home-rule, it cannot 
prevent tlie great economic loss which the country 
is .suffering 'hit present because its industries ai’c 
deficient and undeveloped and tlie niajoi’ portion 
of im|)ortant economic activities are in the hand.s 
of foieigners. Preliminary step to tlu' prt>giess 
and reorganisation of all this, is a sound .system 
of banking. Upon the proper solution of' tfiis 
question depends the real regi'iieratioii of this 
country'. 



CHAPTER II 

THE SURVEY 

Banking existed in India before Britisli rciile— Indige- 
nous ba.nkers, their business — Early joint-stock banking 
and its liistory-- Presidency Banks-— Euro j^ealt" iiand 
in bank development — Indian activities in corporatti 
banking — Bank failures— A pat l»y of Europeans and 
Cfovernment to Indian banking concerns — Exchange 
Banks — Co-operative Credit Societies-- Post Office Savings 
Banks- —iS/r/'oif/'.s (native bankers). 

Banking in its t‘,ssential aspects, tliough not 
on any large, origanised or systematic scale, has 
been in exisfence in India long before the advent of 
the British Rule, remains of which are still greatly 
visible. 'I'lie indigenous banker even to-day plays 
an imiiortant jiart in the financing activities of 
tlie country's commerce. Tlic 3iul funis, Manraris, 
Chellys, Maha^an-s, Nanamlys and VUlaye Baniyas 
are still the only means of banking assistance to a large 
portion of the Indian population, ’’riiey have Ixon 
accepting deposits and advancing loans like ordi- 
nary banks. In fact in the dealings of some, there 
is a gi-cater personal touch which is often very use- 
ful and appreciated. The writer knows of many 
instances where people refuse to S6iver their banking 
connections with these private shroffs, in spite of 
cheaper facilities being available elsewhere; and the 
only explanation coming forth is that there exists 
a personal factor which matjerially smooths their 
mutual dealings. The institution of bills and hun- 
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dies has been prevalent in this country long before 
it was even possibly known in the West. The sys- 
tem of cheque payment although a modern develop- 
ment is nothing but an extension of the practice of 
“ Darshni Hundis ” Sight drafts), which has 
been in existence here for ages. Even the safeguard 
to cheques in the nature of “crosgings” was not 
unknown as there has been a practice of writing on 
bills, words which imply that they could be only f)aid 
through some respectable trader or banker. Busi- 
ness which Indifi used to have internally between 
various provinces and Avith the outside world would 
have been practically an impossibility if banking 
in some form had not btK)n available. Banking in 
India would have gre.atly progressed had it not been 
for the fact that it was very often carried on jointly 
with trading. Any sudden variations in trade 
conditions or vicissitudes of commerce or the result- 
ing losses, no matter whether big or small, always 
reacted on the banking business of the people affected 
or concerned, and of othei’s through jianics which 
such events induced. This led to banking failures 
and stoppage of banking progi’e&s.* 

* Wliefchor the banking habit aw practised in India in the 
remote past has for its origin Groocje or Palestine ne€>d not bo dis- 
eiiftsed, but it may be aeeepted that a system of banking eminently 
suited to India's then requinum'ntvs was in force in that country many 
(Centuries before the science of banking became an accomplished 
fact in -England. It is true that the methods of old in force in India 
were vastly different from the European ideas of banking to-day 
and partook more of money-lending, money changing, and later t>f 
thfii; Hiindi business ; nevertheless, as applied to thts conditions then 
existing in India, they admirably acted their part, and must bo re- 
cognised as having rendered immense services to the country as a 
whole, particularly when we keep in view the enormous agricultural 
intore-sts of India.” — Extract from “ From the remote past, to an 
assured future ” by Mr. W. F. Preston, Chief Manager of the Char- 
tered -Bank of India, Australia & China, and a member of the Hilton 
Currency Commission, in the seim -annual banking supplement to 
the ‘ ‘ Financial News . 
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Modern banking with the principle of limited 
liability underlying its constitution is, however, a 
later growth. The first Joint-stx)ck banking 
enterprise known as the Hindustan Bank was 
established in 1770. It was started by some 
Agency Houses of Calcutta and its business was 
more or less intimately connected with those houses. 
It closed its doors in 1832 wlnm tin* fum of Ale.xan- 
der & Co. which was the pv ticipal party ;?ss»ciated 
with it failed. Like all other similar institutions 
of the time, it issued notes which although were 
not recognised as legal tender, cireiilated freely, their 
circulation often amounting to Rs. oO lacs a figure 
of some importance in those days. The Bengal 
Bank and Ceneral Bank of India came into existence 
somewhere about 1785. Afk'r somewhat interesting 
career the latter was dissolved by voluntary 
liquidation in 1791 ; and a little later the former 
suspended payment as a result of severe run, 
occasioned by the reverses with which the English 
met in their encounters against Tippoo Sultan. 

In 1801 the Accountant General Mr. Henry St. 
G. Tucker pressed on the attention of the Government 
of India the necessity of a bank both in the interests 
of the Government and of the mercantile community, 
which ultimately led to the cstahlishineut of Bank of 
Bengal in 1806, obtaining its charter little later in 
1809. The Capital of this bank was £500,000, one- 
fifth of which, viz., £100,000 was contributed to by 
the State, i.e.. East India Company. Participation 
of the Government in the capital of the bank as a 
shareholder was thought necessary in order to bt' 
able to share in the direction of the bank’s affairs 
and to guide it safely. The Government had power to 
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apj)oiiit three directors on the board of its manage- 
ment. The Secretary of the bank was usually a 
member of the Civil ^rvice. 

In 1813 an Act to remove certain restrictions on 
Europeans settling in India was passed which gave a 
great stimulus to banking. Several banks werc‘ 
establislied J)ut many of them did. not live long. 
•Although Europeans were sol(;ly responsible for these 
first aittcnapts, failures in many cases were not only 
due to mismanagement or want of capacity for 
organised work but also to fraudulent use of banks’ 
money. 

The Bank of Bombay was first constituted in 
1840 with a Capital of Rs. 52,25,000 of which Rs. 3 
lacs were subscribed by the Government. The Bank 
of Madras was incorporated three yeaie later in 1843 
with a Capital of Rs. 30 lacs, of which the East India 
Company subscrilied Rs. 3 lacs. As in the case of 
Bank of Bengal the Governnicnt had intimate con- 
nection with these banks, which likewist^ allowed the 
Government to nominate some of their Giretdors 
and their Secretary and Treasurer was a member of 
the Indian Civil Sr^rvne-e. All these three banks 
obtained valuable concessions from the Government, 
chief amongst them being the monopoly of Govern- 
ment banking, and the right to issue notes — this as 
already mentioned in the preceding chapter was 
i-eg{|rded the most imjrortant of the functions and 
privileges of a banking institution. There w^ere, 
however, certain restrictions upon their powers to 
issue notes. In the first place limits were prescribed 
upon the total anioimt which each bank could 
issue, e.g.. limit in fhe (jase of Bank of Bengal 
was Rs. 2 crores. banks had to maintain 
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a cash reserve of 33 J per cent, of their demand 
liabilities which included curient deposits and out- 
standing notes. This pementage was later reduced 
to 25 per cent. 

In 1862 the right to is.sue notes was withdrawn 
from these banks and the Paper CuiTency A('t of 
1862 was brought into ojieration. The, Presidenc)^ 
Banks were, however, com|K>nsated for the loss 
of this privilege by the Government's agri^eing to 
place all their funds at the Presideni^y towns with 
these banks. 

The Capital of the Bank of Bombay was in- 
creased by 1S64 to Rs. 2*09 crores. It was, how- 
ever, unfortunate in its career and suffered severe 
losses in the wild and excited speculation which 
followed on the American War and the rise in the 
price of cotton. It was voluntarily wound up in 
1868 and on i ts ruins rose the new Bank of Bombay, 
Ltd., which was constituted by Artii^les of Associa- 
tion under the Indian Companies Act of 1866. 
Although the depositors got their money back in full 
the shareholders lost almost the whole of their capital. 
After this failure the Government thought it ad- 
visable to withdraw its portion of capital and along 
with it relinquished its right to appoint Directors 
and Secretary and Treasurer. 

A Commission was appointed by the Government 
of India to investigate into the causes of the bank’s 
failure. In 1869 this Commission submitted its 
report which led to the passing of Presidency 
Banlcs Act of 1876. The Banks of Bengal, ->Madras, 
and Bombay were all brought under the control 
of this Act and subject^ to the restrictions laid 
therein. These banks were , entrusted with the 
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banking business of the Government and through 
this dignity and prestige attracted a good deal of 
other banking business of this coxmtry on very 
favourable terms. The restrictions iinposed by the 
Act upon the business of the Presidency Banks 
although not welcome to the bank management 
were wholesome and in the interests of public and 
private funds which were deposited with them. 
In oilier to free the banks from possible losses which 
might result from exchange transactions they were 
not allowed to negotiate foreign bills or borrow 
outside India. Six months limit was imposed upon the 
period of their advances, 'riiey were not allowed to 
advance on immovable property which tends 
to lock up bank funds. 

The Presidency Ranks had oj)ened brajiches in 
many important places in India. They were, however, 
lacking in points of (‘ontact, which was often greatly 
felt. I'here had been many cx;(,‘asion.s on which it 
was keenly felt that there should have been only one 
bank of tins type for the whole of India. Attempts 
were made more than once to merge all these banks 
into one institution but due to selfishness and 
desire for individuality which the different banks 
had, those efforts proved futile. War demonstrated 
the increased necessity of one Central Bank which 
could adequately guide and control the Indian 
money market. The pi’essiu’e of the Government, 
the force of public opinion and the necessity of union 
as the better method of increasing business due to 
altered rcircumatances, however, finally led to the 
fusion of the banks into the Imperial Bank of India 
in Januarj’^ 1921, under thp Imperial Bank of India 
Act of 1920. We ^ihall deal with this institution 
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fully in a later chapter. Detailed figures of banking 
business of the tlinx; Presidency Banks and of their 
amalgamated iHstitution, the Imjierial Bank, are 
given in Appendix I. It may be mentioned here 
that the Imperial Bank at the end of 1925 had 
about 160 Branches ; and its Capital, Reserve, and 
Deposits were Rs. 562 lakhs, Rs, 482 ^akKs and 
Rs. 8,330 lakhs respectively. 

Reverting to the history of Indian banking 
we find that the Allahabad Bank was established 
in 1865. About 10 years later was established the 
Alliance Bank of (Simla, which went into liquidation 
in 1923. Both of these, however, owe their origin 
to European enterprise. 

All the Indian Joint-stock banking activities 
before 1880 were started by Em’opeans. The 
foreign banking business was jn the hands of Ex- 
change Banks, two of w'hich had opened their 
Offices in India by 1870. More about these banks will 
be said little later. The first purely Indian Banking 
enterprise on the principle of limited liability was 
started in 1881 when the Oudh Commercial Bank 
was founded. In 1894 the Punjab National Bank 
was established mainly through the efforts and 
energies of Lalla Har Kishen Lai who is 
the pioneer of Indian banking and industry 
in the province of the Punjab. This bank is doing 
very useful work and growing stronger day by day. 
In 1901 Lalla Har Kishen Lai started the People’s 
Bank of India, Ltd., which continued to gain momen- 
tum till 1913, when it had developed into .greater 
importance than Lalla Har Kishen Lai’s previous 
similar attempt the Pmyab *National Bank, Ltd. 
Its deposits were over 1;| crores of rupees and it 
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had nearly 100 branches. xAll of a sudden it was 
obliged to close its doors. 'Fhe failure of the People’s 
Bfink was not due to any fraud or dishonesty or 
lack of ability to manage but mainly due to want 
of knowledge of banking principles on the part, of 
average Indian bank customer, the jealousy and 
apathy of European banks and Government Officials 
and the hostile attitude of the then Presidency 
B}ink< which even refused to accommodate the 
bank on the security of Government Paper, 
Pos.sibh^ the bank had also stepped beyond the 
.safety line dictated by the then prevailing 
circum-stances. The Liquidators of the bank were 
finally able to pay more than 100 i)er cent, divi- 
dend to its creditors, but the shareholders did not 
get anything.* 

With the year 1905, the year of the ])artition 
of Bengal, began the Swadeshi f movement, to 
patronise local enterj)rises, which led to the 
establi.shment of Indian banks all over the country. 
In 1910 they totalled 470, The most imjwrtant 
of them were the Bank of India and the Indian 
Specie Bank in 1900 ; the Bengal National Bank§ and 

* About 2 years back Lala Harkishen Lai started another 
banking enterprise under the name New People’s Bank of Northern 
fndia,” The paid up capital of the bank is about Bs. 20 lacs. It 
has secured deposits of nearly rupees one erore during this short 
period. The bank is expected to play an important part in tlu; 
banking activitior of the country. 

^ t National. 

§ It is unfortunate that the bank closed its doors on the 28th 
April 1927. The directors have not issued any official report so far 
and it is premature to discuss the failure. The immediate cause of 
the suspension is reported to bo precipitated action on the part of 
the debenture -holders, among which, it is understood, is the Imperial 
Bank. The subscribed capital of* the bank is Bs. 15 lacs, half of 
which is paid up. Its deposits .on 31st March 1926 were Bs. 81 lacs. 
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the Indian Bank of Madras in 1907 : the Bombay 
Merchants Bank and the Credit Bank of India in 
1909 ; the Kathiawar and Alimedaljad Banking 
Corporation in 1910, and the Central Bank of India 
in 1911. In the year 1913 came the banking crisis 
which swallowed many of these concerns an^ gave 
a gi’eat set bach to the Indian hanking.* It is true 
that some of these faihnes were due to dishonest 
use of banks’ funds, mixing of trading with baiflking, 
and want of knowledge as to how to do safe banking 
busineas, but there were other important contributory 
causes also. There was want of co-operation and 
co-ordination between the Indian banks themselves, 
the attitude of the English and Presidency Banks 
was unsymj)athetic and hostile and even the Govern- 
ment was indifferent spectator if not averse to their 
existence and prosperity. The, governments of other 
countries on such occasions enact special emer- 
gency measures and twen give monetary assistance to 
save their credit institutions from, in many cases, un- 
warranted failure.s but the State in India did nothing 
of this sort. I’liis responsibility was first lealised, 
to a small extent only very recently when the 
Alliance Bank of Simla failed, though this assistance 
did not save the Bank from failure, possibly, because 
the affairs of the Bank were past redemption. But 
the chief reason which induced them to lend this 

The bank has been in difficulties for some time past, its investments 
are reported to be locked up and liquid resources small. The last 
balance sheet, 31st March 1926, discloses a cash cover of only 5 per 
oent. to deposits. This as remarked by the “ Statesman ” is a mad 
margin with which to attempt to do business. Reports about 
resuscitation are being hoard in some quarters and it would be very 
desirable if some scheme of reconstnidH^lon succeeds. The failure 
once more brings the question c5f organisation of Indian banking 
into prominence. 
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assistance was not any anxiety for saving an Indian 
bank but to help liquidation of an “English 
managed ” institution and its depositors, many 
of whom were non-Indians. The Bank had 
great support of Government Officials and through 
them of the Government. What the Govern- 
ment’s attitude in the future will be only time 
will prove.* 

* As soon OB the A-lliance Bank of Simla closed its doors in 
April 1923, the Imperial Bank of India announced that it would 
pay to the creditors of the Alliance Bank up to 50 per cent, of their 
claims, pending completion of the liquidation work. The Imperial 
Bank undertook this risk because the Government of India agreed 
to indemnify the bank in case assets of the Alliance Bank did not 
equal on realisation to half it3 liabilities. Government’s interven- 
tion in matters like this can be justified in the intoresti of public 
welfare and public policy, but because the Bank was a non-Indian 
concern and the benefit of the Government guarantee was mainly 
to go to non -Indians, the country as a whole protested against the 
Government’s undertaking this liability. The callous apathy of the 
Government and English banks in the failures of 1913 was quite 
fresh in the public mind ; and the countiy naturally concluded that 
the Government intervention and Imperial Bank assistance were 
simply induced because non -Indians were involved. People were 
suspicious that if there had been an Indian concern in place of the 
Alliance Bank no such facilities would have been introduce i. India 
felt so keenly at this act of partiality or favouritism that its Oentral 
Legislature successfully carried a resolution recommending to the 
Governor- General in Council to express his disapproval of the action 
and policy of the Finance Dopi^rtment of the Government in under- 
taking a present or contingent liability to the Imperial Bank for 
losses consequent upon the failures of the Alliance Bank. This was 
nothing but a vote of censure. 

It may also be mentioned here that the Imperial Bank had 
pother motive also in undertaking this work of advance payment. 
On account of this facility to the creditors it became associated with 
the liquidation work and it utilised this connection in furthering 
its business. Practically whole of the clientele and business of the 
Alliance ^ank was transferred to it. Many of the branches of the 
Alliance Bank, at places where the Imperial hcul no offices, were 
taken over by the ImperiaU Bank, which greatly assisted the bank 
in completing the work of opening new branches imposed upon it 
by its charter. 
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War and post-war boom gave another impetus 
to the company promotion in India and the Joint- 
stock Banking experienced similar stimulant. 
The Tata Industrial Bank was founded in 1918 
under very happy circumstances and with very high 
hopes. It showed signs of very promising career. 
But on account -of the mistake of combining long 
term credit business with ordinary banking tran- 
sactions and financing both out of cuirent "and 
annual deposits, instead of having recourse to issue 
of bonds for the former, in a country like India, 
where modem banking habits have not been fully 
established, and also on account of the inexperience 
of the majority of European employees who con= 
trolled, in the main, affairs of the btvnk, which 
in due course alien iated the sympathy of Indian 
staff, whose rights were ignore<j, and of the Indian 
banking public, the bank at a premature age of 
0 years was taken into voUintary liquidation and 
merged into the Central Bank of India in 1923. 
The Industrial Bank of Western India, the Karnani 
Industrial Bank, the Calcutta Industrial, and host of 
other banks aic product of the war boom. And like 
the sad plight of many of the ‘‘after-wav" Indian 
-Joint-stock Conqxinies which experienced difficulties 
and failures within short time of their hi it h, some 
of the Indian banks met with the same fate. 

At the end of 1924 there were only 29 priniu'pal 
joint-stock banks (i.e., banks having capital and 
reserve of Be. 5 lacs and over). Their total capital 
and reserve was Rs. 10‘70 crores and total deposits 
Rs. 52‘50 crores. On the same date there were 40 
other banks having capitsd and reserve between 
Es. 1 lac and less than R§. 5 lacs. The total 
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capital and reserve of this second class was Rs, 106 
crores and their total deposits Rs. 2 66 crores. 

The detailed figures of progress of Joint-stock 
Banks are given in Appendix II. 

The statement showing extent of bank failures 
during the period 1913-24 is given in Appendix III, 
from which it will appear that over 160 banks regis- 
tered under the Indian Companies Act, with total 
subscribed and paid-up capital of approximately 
15-^ and 6| crores of rupees respectively, failed 
during this period. Figures appalling indeed ! OverO-l 
million pounds of Indian Banking paid-up capital wctc* 
involved in failures during a short, period of twelve 
years. And excepting a few cases of reconstruction 
in Avhich failing banks’ capital was somewhat, saved, 
whole of this large sum was lost to the unfortunate 
shareholders. When we look to the fact that the 
paid-up capital of the existing Joint-stocik Banks 
is only about Rs. 7| crores, the amount of capital 
involved in failures is really disastrous. Such losses 
would discourage even the most optimistic investors. 
Surely the present system needs thorough over- 
hauling. To pursue the question further, more than 
90 percent, of these failures were in respect of banks 
having paid-up capital of less than Rs. 5 lacs ; and 
more than 80 per cent, in case of banks who.se paid-up 
capital was less than Rs. I lac. Thus failures were 
chiefly confined to small banks which, in the absence 
'of any suitable emergency arrangements, found 
it difficult to weather any financial or monetary’' 
disturbance. The figure, however, show that the 
idea of Joint-stock Banking had caught hold of 
Indian mind but because the guiding, controlhng, 
and co-ordinating forces were wanting the enterprises 
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had sometimes to meet with reverses and sad fate. 
If the Government had exploited this enthusiasm 
to the fullest advantage of Indian credit interests 
by introducing suitable legislation to guide, control 
and examine the affairs of Indian banks, the pages 
of histoiy of modem banking in India wou]^^ have 
consisted of much happier reading. * 

'Che term “ Exchange Banks ” has been referi’eti 
bj in an earlier part of this chapter. It comprises 
joint stock banks incorporated under Acts of other 
countries, having their registered Head Offices out 
of India, but liaving branches here, doing their 
prineijial or partial business in this country. They 
are called Exchange banks because they principally 
deal in ‘‘Exchanges” or finance payments and 
financial arrangements in respwt of foreign trade. 
The necessity for some such organisation was keenly 
felt after the first-lialf of the last century which in- 
duced concerns of this type. As the principal external 
trade of India was in the beginning with England 
or via England and London was fast coming into 
prominence as the world’s centre of money market 
and clearing house, banks with the object to do 
exchange business of India were formed in London 
and registered under the English Companies Act. 
The lack of general banking facilities thmst upon 
them ordinary internal banking work and they 
began to assume very great important role in the 
country’s banking system. With their ultimate 
strength in the support of London banks and,of the 
London money market they progressed very rapidly 
so much so that to-day they form the most important 
and powerful group of banks in this country. 
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Several of the Exchange Banks were founded 
about 70 years ago. In 1870 there were only 3 
Exchange Banks ; in 1880, 4; in 1890, 5 ; in 1900, 8 ; 
in 1910, 11 ; in 1920, 15 ; and in 1924, 18. In 1913 
the year preceding that of the great war there were 
12 Exchange Banks out of which more than half had 
their Head Offices in London and the rest were con- 
nected with Japan, France, Germany, Russia, and 
America respectively. The War di.sturbed the pro- 
portion of India’s foreign tiade with the various 
countries which induced other banks to establish 
their blanches here. This principally accounts for 
5(> per cent, inciease in the number of Exchange 
Banks during the period 1913-1024, e.g., in 1918 and 
1919 two Japanese, in 1920 Banco National Ultra- 
marino and in 1920 two Netherlandish banks op(med 
their offices in India. In the beginning, of coiuse, 
the total business of Exchange Banks was very 
modest but with the passing of time it has gained 
great momentum. To-day they wield very great in- 
fluence in the Indian banking activities and are more 
]X)wei‘ful than the Indian Joint-stock Banks. The 
Indian deposits of these 18 Exchange Banks at the 
end of 1924 exceeded Rs. 70^ crores. History and 
extent of their business figures will be found in 
Appendix IV. 

Besides the above three principal kinds of 
Iranks which form the main components of the Indian 
Banking system there are Co-operative Credit Socie- 
ties. The co-operative movement dates from 1904 
when„the first Co-operative Act was passed. In 
1912 another Act to bring Co-operative Societies 
on better basis whs passed. The Co-operative 
Credit Societies a-re founded with the idea of 
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facilitating credits for the Indian cultivators. The 
basic principles of the system are: (i) a number of 
cultivators residing in a locality join together on the 
principle of limited or unlimited liability for the 
obligations of each other, and form a Primary Co- 
operative Credit Society ; (ii) the Primary Co-opera- 
tive Credit Societies join together and form a*f)istrict 
Co-operative Society ; and {Hi) the District Co-opera- 
tive Societies combine to form a Central Co-opcsative 
Society. The various Credit Societies receive deposits 
and contract loans which they advance to their 
members, as and when necessary, in proportion to 
their worth and requirements. Although the system 
of Co-operative Credits was firet introduced about 
a quarter of a century back and has made some 
progress it is still at the beginning of its career and 
requires vigorous efforts at reorganisation for its 
advancement. In the beginmng the Government 
gave some stimulant to the system by giving loans 
but later this assistance began to be restricted and 
even withdrawn. At the end of the Provincial Co- 
operative year 1924-25, the number of principal 
Co-operative Banks having paid-up capital and 
reserve of Rs. 5 lacs and over was only 8. The 
number of banks with capital and reserve between 
1 lakh and less than Rs. 5 lakhs on the same day was 
only 90. The total deposits and loans received 
by the two classes of banks were Rs. 4| and Rs. 8 
crores respectively. If we take into account all 
the co-operative societies, big or small, banking 
or non-banking the figuies at the end of 1921 were : 
total number of societies 43,366; total number of 
individual members 17,56,926 ; share capital and 
reserve Rs. 5 53 crores ; deposits by members Rs. P51 
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croies, by State Rs. 35 lacs ; loans from private 
persons, other societies and banks Rs. 17*02 crorts ; 
loans issued to membeis and other societies 
Ils. 10*94 crores. When we look to the facts that 224 
millioas of persons, representing 71 per cent, of 
Indian population are supported by agriculture, that 
the rm.;l indebtedness to the inoneyjlenders is about 
000 crores of rupees and that the means of the co- 
operative societies are expected to be utilised both 
for relief of existing indebtedness as well as for the 
supply of credit to agricultural production, the 
above figures show how miserably liackward is our 
Co-operative movement. The Indian cultivator 
w'ill continue to be in the oppressive hands of the 
village Mahajan unless some immediate solution 
of the problem is found. India is principally an 
agricultural country and prosperity of her masses 
mainly rests u}K)n a sound system of Agricultural 
and Co-ojKsrative Credit Societies. 

The detailed figm*es pertaining to Co-operative 
Credit S(x;ieties will lie found in Apixjndix V. 

Survey of present banking activities in India 
will be incomplete without account of Savings Banks. 
There are no Savings Banks as such in India. The 
Imperial Bank of India and most of the Joint-stock 
Banks have opened Savings Bank dejiartments. 
Originally there were Government Savings Banks 
in the Presidency towns. In 1870 District Savings 
Banks were started in connection with selected 
treasuries. In 1882 the Post Office Savings Banks 
were opened which gradually absorbed the business 
of the previous types of Savings Banks. Now this 
savings work is priricipayy done by Government 
Post Offices whicii h^veja large organisation for such 
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purpose. Every Post Office of even ordinary 
importance has a savings bank counter. This has 
greatly stimulated small savings specially of ordinary 
salaried persons. At the end of 1922-23 the total 
of savings deposits with the Post Office, was over 
Rs. 23 crores, the annual deposits and withdrawals 
during that year.being Rs. 2K)’78 crores, anjJ Rs. 19’84 
crores, respectively. The number of Post Offices 
doing savings bank work in that year was 19,730. 
the number of depositors was over 20 lacs, and 
average deposit ])er head was Rs. 1 13. The total 
deposits rose to over Rs. 25 ciwes in 1925. • 

During the year 1914-1.5, immediately aft<?r 
the outbreak of War, the Post Office lost much of its 
savings bank deposits and the movement received 
not a small set liack. The figme dropped from over 
Rs. 23 crores to just Rs. 15 eroix^s in one year. This 
was due to the panic among the masses caused by the 
fear of a possibly adverse result of the Great War 
which miglit make the Government bankrupt and 
involve the savings bank depositors in loss. I'he 
fear was tmfounded and the movement again took 
an upward direction. 

The figure of Rs. 25 crores of Post Office savings 
deposits at the end of 1925 when compared with the 
similar figure of Rs. 23 crores at the end of 1914 
may not show sufficient improvement in mass savings 
at first sight. But during the last few years the 
Post Office Cash Certificates have been introduced 

which have attracted over Rs. 20 crores. Thus we 

* 

can safely say that the savings bank machinery 
of the Government through ‘the medium of Post 
Offices is to\erah\y satisfactory so far as the vncuV 
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cation of habit of thrift in the masses goes. The 
money thus accumulated however goes to assist the 
Government finances instead of meeting the com- 
mercial needs of the coimtry which are both large 
and pressing. Efforts should be made to make at 
least a portion available for the country’s direct 
economy? needs through private channels like joint- 
stock banks, co-operative societies, etc. There is 
still great room for impiovement, there is no 
necessity of prescribing any limits as to the total 
amounts that could be held by a depositor and the 
amoimt that could be annually deposited. There 
can, of coui'se, be leasonable restrictions as to the 
withdiawals so that the lot^al prxst office may have 
reasonable time to obtain funds from the nearest 
treasury. Again the red tape proceduie involving 
vexatious and undue returns or delay should be 
minimised. There is still great scope in the savings 
bank work. At the end of 1923 there were 10,730 
Post Offict^ Savings Banks as compared to nearly 
5 lacs villages in India on that date which gives one 
Post Office Savings Bank to 50 villages. In many 
cases nearest Post Office Savings Banks are situated 
at a distance 10 to 12 miles from villages, which 
means villagers must walk over 20 miles before 
they can deposit or withdraw their savings. This 
is not a happy prospect calculated to stimulate 
such savings. People would prefer to keep their 
sinall amounts with themselves rather than subject 
themselves to this ordeal. Means could be devised 
to facilitate such savings, e.g., by making such trans- 
actions feasible through the village postmen, etc. 
This subject of Savings Banks will be fully dis- 
cussed later. 
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It has been said at the beginning of this chapter 
that Shroffs (native bankers) play a very important 
part in the country’s banking system. They 
advance money on pronotes, hundies and mortgages. 
They first utilise their own capital and deposits 
which they get from their clients and when the 
demand on thgir funds increases they ^ at discount 
the hundies in their port-folio with the major 
commercial banks and the Imperial Bank of, India 
which extend to them very liberal credit lines foi’ 
such purposes. A good deal of the “ movement of 
funds ” business used to be in their hands. They 
are very punctual in meeting their banking obliga- 
tions. As no statistics are available it is not possible' 
to give any accurate figures as to the extent of 
their business. The writer made sometime back 
personal enquiries about the. as'sistance which an 
important section of these private bankers {Multanis) 
give to the merchants and his estimate was that 
it is somewhere about five crorcs of rupees. The 
Chetys of Madras are similarly said to be advancing 
several crores to the agiicultuiists in Burma, Singa- 
pore, etc. Banks are sometimes feeling the com- 
petition of this class of bankers which can be easily 
seen from the fact that the bazar discount rate for 
hundies is sometimes lower than the Imperial Bank’s 
Hundi rate. According to the Controller of Currency’s 
Report for the year 1924-1925, the bazar Hundi 
rate in Calcutta was J to 2 per cent, lower than 
the Imperial Bank Hundi Rate during the whole 
year. The above facts clearly demonstrate the 
importance of this class of bankers. It would not 
be much wrong to hazard a guess that the banking 
business of Indian Shroffs and money-lenders is 
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more than 100 crores of rupees*. The business 
morality of the indigenous banker has been of a 
high order. Mr. W. E. Preston, Chief Manager 
of the Chartered Bank of India, Australia and 
China, and a member of the last Royal Commission 
on Indian Currency and Finance, when writing in 
the la^': semi-annual banking supplement to the 
“ Financial News ” described the activities of the 
old-fashioned Indian bankers in these words : 
“ While the Commercial man of India of to-day 
likes to talk lovingly of the old-fashioned Indian 
bankers — Shroffs, Maltajans and Chelties — who still 
carry on successfully their old vocations, he at the 
same time is very apt unjustly to (uiticise what he 
terms their usurious methods and inhuman habits 
of bleeding the poor ryots, but when the risks are 
considered which the banker of old took, he may 
not be held to be quite as bad as he has been 
pointed. To their lasting credit, however, it must 
be admitted that they found a clan — the banker 
caste — whose traditions have for over a period of 
centuries descended from father to son, a caste one 
of the most honoured in the land of India, and 
whose morality, with very few exceptions, was 
almost beyond reproach, and whose daily transac- 
tions, although there was never a written law to 
regulate or to give protection, rarely showed 
default.” 


* It doeH not include long term advances made by money-lenders 
against mortgages^ etc. Tlif figure represents only short term 
ftdvanciOfi to trade and commerce. The total of both may l>e about 
its. 700 (wores or even inoi«. 



CHAPTER 111 

MA.TOR BANKS 

Imperial Bank: Amalgamation of Presidency Banks and 
Imperial Bank Act — Capital — Management — Hivsiness 
{lermissible — Restrictions on business — Examination of 
business figures — Comparison with Central Banks — 
Tests applied to its working — Complaints against it— 
Hybrid constitution — Future status and scope ; 
Indian Joint-stock Banks : Registered under Indian 
(tompanies Act — Only six banks with deposits over 
Rs. 1 crore, their names — Central Bank of India and 
Pochkhanawala — Competition of Imperial and Joint-stock 
Banks — Business — Business figures ; Exchange Banks : 
Name Foreign Banks more appropriate — ^Their names— 
Business — Finance of foreign trade illustrated — Arrange- 
ments and facilities in foreign countries — Help foreign 
merchants and manufactures — How Indian interests 
suffer at their hands — Predominence in Indian banking. 

The Imperial Bank of India 

As has been said in the preceding chapter 
the Imperial Bank was founded in 1921 under the 
Imperial Bank Act of 1920, as the re.sult of the amal- 
gamation of the three Presidency Banks ; The Bank 
of Bengal, The Bank of Bombay, and The Bank of 
Madras. The Capital of the bank is Rs. 11 '25 
crores divided into shares of Rs. 500 each. The 
liability of the shareholders is limited to thOiamount 
not fully paid on their shares. The paid-up Capital 
and Reserve of the bank on 31kt December 1925 were 
Rs. 6*62 crores and Rs. 4*82 crores respectively. The 
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bank has been paying 16 per cent, dividend ♦ since its 
commencement. Its shares are consequently at a very 
great premium. The fully paid-up shares of Rs. 500 
each and the contributory shares on which Rs. 125 
is paid-up are quoted at Rs. 1,630, and Rs. 418 res- 
pectively.! This is, of course, natural because the 
price oi’^yhares rises directly in proportion to the 
dividend paid thereon and inversely according to the 
market rate of interest which of late remains within 
modest limits. 

The bank has local head offices at Calcutta, 
Bombay and Madras. It has also a branch in London 
but it is not allowed to do any exchange business. 
This was, of course, conceded to satisfy the vested 
interests of the foreign banks. 

The general superintendence of the affairs and 
business of the bank is entrusted to a Central Board 
of Governors. The actual administrative and exe- 
cutive work is carried on by two Managing Governors 
who are appointed by the Governor-General in Council 
after consideration of the recommendation of the 
Central Board. The Managing Governois hold office 
for such period as the Governor-General in Council 
may direct. 

The business of the territories administered by 
the three centres, Calcutta, Bombay and Madras is 
carried by the respective local Boards which are 
elected by the bank’s shareholders. They are of 

* The dividends of the three Pn)sideucy Banks paid for the year 
1 920 were 1 9^, 22 and 1 8 per cent, respectively for the Bank of 
Bengal, Bwk of Bombay and Bank of Madras. 

t These quotations mled in the Calcutta market on the 21st July 
1 926. Sinoe the publication of the Hilton Cunency Commission’s report 
which recommended establishment of, a new C Central Bank, the sliaies 
have fallen in value. Kates on Srd September, 1926, were Ks. 1,480 
and Its. 376 respectively. 
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course to work under the Central Board so far general 
policy and directions are concerned. The Secretary 
and Treasurer at each centre is responsible for the 
executive and administrative work relating to his 
circle. 

The Central Board is at present composed of not 
more than 16 members, called Governors, as3<tlo5er : — 

(i) 6 ; Presidents and Vice-Presidents of the 

three Local Boards. These* are 
naturally representatives of the 
shareholders. 

(ii) 1 : The Controller of Cunency or such 

other |)erson as may be nominated 
by the Governor-General in Council. 

{ui) 4: Nominees of the Governor-General in 
Council who will hold office for one 
year but may be re-nominated. 
Such nominations will be made from 
persons who are not officers of the 
Government. 

(iti) 3 : Secretaries of the Local Boards. 

(?;) 2 : Managing Governors. 

Note : — Governors mentioned at {ii) and {iv) are not entitled 
to vote. 

The Imperial Bank enjoys the monopoly of 
Government banking business and deposits of 
Government fimds. Besides the above powers of 
appointing Governors, the Governor-General in Council 
has power to issue instructions to the bank in respect 
of any matter which in his opinion vitally affects 
his financial policy or the safety of Government 
balances and in the event of the bank’s disregarding 
such instructions he has right to forthwith terminate 
the agreement regarding Government banking busi- 
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ness. The Governor-General in Council has also 
powers to prescribe any special audits or examina- 
tion of the bank’s affairs whenever he may deem the 
same necessary. 

The business which the bank can transact is 
prescribed in two wa}^ : {i) Business which it can do 
and (tifiBusiness which it cannot do. This is men- 
tioned in detail in parts I and II of Schedule I to the 
Imperial Bank Act, which is reproduced below. 

SCHEDULE I 
(See Section 8) 

PART I 

Rmimm whwh, the Bank is anlkorised to carry on and’ 

transact. 

The Bank is authorised to carry on and 
transact the several kinds of busine&s hereinafter 
specified, namely 

(ffl) the advancing and lending money, and 
opening cash-credits ujx>n the security 
of — 

{?') stocks, funds and .secuiities (other than 
immovable property) in which a 
trustee is authorised to invest tmst 
money by any Act of Parliament or 
by any Act of the Governor-General 
in Council and any securities of a 
Local Government or the Govern- 
ment of Ceylon . 

(n) such securities issued by State-aided 
railways as have been notified by the 
Governor-General in Council under 
section 36 of the Presidency Banks 
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Act, 1876, or may be notified by him 
under this Act in that behalf ; 

(in) debentures or other securities for 
money issued under the authority of 
any Act of a legislature established 
in British India by, or on behalf of, 
a> district board ; *** 

(iv) goods which, or the documents of title 

to which, are deposited with* or 
assigned to, the Bank as security for 
such advances, loans or credits ; 

(v) accepted bills of exchange and pro- 

missory notes endorsed by the payees 
and joint and several promissory 
notes of two or more persons or firms 
unconnected with each other in 
general partnership; and 

{vi) fully paid sliarcs and debentures of 
companies with limited liability, 
or immovable property or docu- 
ments of title relating thereto as 
collateral security only where the 
original security is one of those 
specified in sub-clauses {i) to 
{iv), and if so authorized by any 
general or special directions of the 
Central Board, wh6re the original 
security is of the kind specified in 
sub-clause (v ) : 

Provided that such advances and » loans 
may be made, if the Central Board thinks 
fit, to the Secretary* of State for India in 
Council, without any specific security ; 
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(h) the selling and realisation of the proceeds of 
sale of any such promissory notes, deben- 
tures, stock-receipts, bonds, annuities, 
stock, shares, securities or goods which, 
or the documente of title to which, have 
been deposited with, or assigned to, the 

‘ 's.^^Bank as security for such advances, loans 
or credits or which are held by the Bank 
or over which the Bank is entitled to any 
lien or charge in respect of any such loan 
or advance or credit or any debt or claim 
of the Bank, and which have not been 
redeemed in due time in accordance with 
the terms and conditions (if any) of such 
deposit or assignment ; 

(c) the advancing and lending money to 

Courts of Wards upon the security of 
estates in their charge or imder their 
superintendence and the realisation of 
such advances or loans and any interest 
due thereon, provided that no such ad- 
vance or loan shall be made without the 
previous sanction of the Local Govern- 
ment concerned, and that the period for 
which any such advance or loan is made 
shall not exceed six months ; 

(d) the drawing, accepting, discounting, buy- 

ing and selling of bills of exchange and 
other negotiable securities payable in 
India, or in Ceylon ; and, subject to the 
general or special directions of the 
Governor -General in Council, the dis- 
coimting, buying and selling of bills of 
exchange, payable outside India, for and 
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from or to such Banks as the Governor- 
General in Council may approve in that 
behalf ; 

(e) the investing of the funds of the Bank upon 
any of the securities specified in sub- 
clauses (i) to (in) of clause (a) and con- 
verting the same into money whst* requir- 
ed, and altering, converting and transpos- 
ing such investments for or into othevs of 
the investments above specified ; 

(/) the making, issuing and circulating of bank- 
post-bills and letters of credit made jmy- 
able in India, or in Ceylon, to order or 
otherwise than to the bearer on demand ; 

(g) the buying and selling of gold and silver 

whether coined or uncoined ; 

(h) the receiving of deposits and keeping cash 

accounts on such terms as may be agreed 
on ; 

(i) the acceptance of the charge of plate, jewels, 

title-deeds or other valuable goods on 
such terms as may be agieexi on ; 

(j) the selling and realising of all pro|)erty, 

whether movable or immovable, whicli 
may in any way come into the possessioji 
of the Bank in satisfiw^tion or part satis- 
faction of any of its claims ; 

(k) the transacting of pecuniary agency business 

on commission ; 

( l ) the acting as administrator, executor or 

trustee for the purpose of windhig up 
estates and the acting as agent on com- 
mission in the transaction of the following 
kinds of business,* namely : — 
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(i) the buying, selling, transferring and 
taking charge of any securities or 
any shares in any public Company ; 

(n) the receiving of the proceeds whether 
principal, interest or dividends, of 

, anv securities or shares ; 

***'^ .. 

(^^^) the remittance of such proceeds at the 

, risk of the principal by public or 

private bills of exchange, payable 
either in India or elsewhere ; 

(m) the drawing of bills of exchange and the 
granting of letters of credit payable out 
of India, for the use of principals for the 
purpose of the remittances mentioned in 
clause (/) and also for private constituents 
for bond fide personal needs ; 

(r<) the buying, for the purpose of meeting such 
bills or letters of credit, of bills of exchange 
payable out of India, at any usance not 
exceeding six months ; 

(o) the borrowing of money in India for the 
purposes of the Bank’s business, and the 
giving of security for money so borrowed 
by pledging assets or otherwise ; 

(jp) the borrowing of money in England for the 
purposes of Bank’s business upon the 
security of assets of the Bank, but not 
otherwise ; and 

iq) generally, the doing of all such matters and 
things as may be incidental or subsidiary 
to the tran^ting of the various kinds of 
business hcreinfore specified. 
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Part n 

Business which the Bank is not authorised to 
carry out or transact. 

The Bank shall not transact any kind of 
banking business other than those specified in Part 
I and in particular : — , 

(1) It shall not make any loan or advance — 

{a) for a longer period than six njonths, 
or 

(6) upon the security of stock or shares 
of the Bank, or 

(c) save in the case of the estates speci- 
fied in clause (c) of Part I, upon 
mortgage or in any other manner 
upon the security of any immov- 
able property, or the documents of 
title relating thereto. 

(2) The Bank shall not (except upon a scciu’- 

ity of the kind specified in sub-clauses 
{i) to (iv) of clause (a) of Part I, dis- 
count bills for any individual or part- 
nership-firm for an amount exceeding 
in the whole at any one time such sum 
as may be prescribed, or lend or advance 
in any way to any individual or part- 
nership-firm an amount exceeding in 
the whole at any one time such sum 
as may be so prescribed. 

(3) The Bank shall not discount or buy, or 

advance and lend, or open cash credits 
on the security of any negotiable in- 
strument of any individual or part- 
nership-firm, pi3.yable in the town or 
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at the place where it is presented for 
discount, wliich does not carry on it 
the several responsibilities of at least 
two persons or firms unconnected with 
each other in general partnership. 

(4) The Bank shall not discount or buy, 
''•'Or advance and lend or open cash- 
credits on the security of any negotiable 
■ security having at the date of the pro- 
posed transaction a longer period to run 
than six months or, if drawn after sight, 
drawn for a longer period than six 
months ; 

Provided that nothing in this part shall be 
deemed to prevent the Bank from allowing 
any person who keeps an account with the 
Bank to overdraw such account, without 
security, to such extent as may be prescribed. 


The bank was required by the Imperial Bank 
Act to open within live years from the date of the 
commencement of the Act 100 new branches out 
of which one-fourth were to be at places directed 
by the Governor-General in Council. The failure 
oJf the Alliance Bank of Simla in 1923 facilitated 
this task, sm its branches were practically taken 
over by the Imperial Bank, This work was complet- 
ed year before last, within the scheduled time. 

From the detailed banking figures of the 
three Presidency Banks and the Imperial Bank of 
India given in Appendix I, it will appear that 
on the establishment of the Imperial Bank, the 
total Capital of the three Presidency Banks was 
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increased by Rs. 1'87 crores and the reserve by 
Bs. 37 lacs. The present Reserve figure shows 
an increase of Rs. 1'05 crores over the total Reserve 
of the Presidency Banks at the end of 1920. The 
total of deposits of the Presidency Banks at the end 
of 1920 was Rs. 87 crores. It is surprising that 
this figure fell to 72|- crores at the end gf tTie 1st 
year of the Imperial’s career. The drop of Rs. 14|^ 
crores in one year, is distributable between the 
Public, i.e.. Government deposits and Private de- 
posits as Rs. 2 and 12| crores respectively. The 
figure further dropped to Rs. 71 crores at the end 
of 1922. It improved to Rs. 82'7 crores at the end 
of 1923, to Rs. 84 at the end of 1924 but dropped 
again to Rs. 83‘3 crores at the end of 1925. The 
difference between private deposit figures at the 
end of 1920 and 1922, mz., Rs. 21 crores is rather 
surprising. It is true that India was passing through 
the aftermath of boom and there was deflation of 
currency and credit but such heavy fall cannot be 
attributed to this caase only. The subsequent 
increase in 1923 was due to bank failures which 
temporarily gave a set back to the confidence in 
other banks. Also the whole of the business of 
•the Alliance Bank practically wctot over to the 
Imperial because of the special circumstances 
narrated in the last chapter. The figure at the end 
of 1924 still shows a fall of Rs. 3 crores as compared 
to the total of deposits of the three Presidency Banks 
at the end of 1920. This is hardly encouraging, 
when we look to the facts that the system of sjeparate 
treasuries has been abolished, that the bank has 
opened 100 more branches a3id that it has gaiired 
additional deposits and conj^deqce due to the bank 
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failures in 1923. It has been often said that the 
Imperial Bank’s new branches have been able to 
attract Rupees six to seven crores of new deposits ; 
and a conclusion is drawn from such increase that the 
bank is demonstrating its usefulness in increasing 
banking habits. Much of this new money was 
already ip other banks, e.g.. Alliance Bank of Simla, 
and it is wrong to conclude from mere figures that 
the fresh deposits were not with banks before they 
came to the Imperial Bank or that the bank has 
opened up new avenues. Moreover this increase 
in new deposits, when taken along with the fact 
that the total deposits are even less than what 
the Presidency Banks had at the end of 1920 shows 
that there must be a fall in the bank’s deposits at 
other branches. This fall from the comparison 
of figures comes to Rs. 10 crores. The only 
conclusion possible is that the commercial public 
is finding services of other banks more suitable. 

The Bank is bound under its constitution to 
issue a weekly statement of its affairs. We are 
reproducing in Appendix VI a copy of one of such 
statements and its latest available annual balance 
sheet which will give some idea about the bank’s 
usual business. 

The Bank cannot borrow without security or 
accept deposits outside India. In fact it cannot do any 
business beyond India, Burmah and Ceylon. The 
Inndon Branch which it has been permitted to esta- 
bhsh can do business only of special kind and is more 
or less , agent for Government and similar business. 
As already remarked these restrictions were im- 
posed to quiet the foreign banks which have assumed 
such a predominant influence in Indian banking. 



in. 


MAJOR BANKS 


57 


It may be trae that as Central Bank it should de- 
vote its main attention to the banking activities 
in this country but there is no reason to limit its 
activities by statute, especially when it has not 
fully taken over the roll of the Central Bank and 
is practically nothing more than a comniercial 
bank at the present moment. Even if i'lT were a 
full fledged Central Bank it is no use imposing 
such a restriction because at times it may happen 
to be in the interests of the Indian money market 
to borrow or receive deposits abroad, and thus 
ease the situation — the risk in exchange being 
suitably covered. The graphical chart of the 
Indian Bank Rate given at the end of the book 
shows how at certain times of the year the rate 
of interest against first class securities has been 
going as high as 9 per cent, which means that the rate 
for advances to commerce and trade would be 
somewhere above 10 or 11 per cent. This reveals 
a very sad situation specially when we remember 
that India is as a rule a creditor coimtry in the 
international market. True, seasonal increased 
activities make money periodically tight, which 
the provision of increased currency against trade 
bills tends to mitigate to some extent, 
but why should the Imperial be debarred from 
rendering any further assistance which it can 
procure in the outside market to improve the 
monetary conditions in India is beyond com- 
prehension. 

The Imperial Bank of India is doing some 
useful work in financing the commercial activities 
and in developing banking habits. It is a good 
model of a conservative commercial bank, dudg- 
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ing from the dividend which the shareholders have 
been receiving, it can be said that the bank’s work- 
ing is satisfactoiy. But these tests are not suffi- 
cient in the case of a public corporation enjoying 
monopoly of the State funds Avithout interest. The 
primary purpose of sueh a concern should he not 
to earif dividends for the capital holders but to 
see that the money market is properlj' regulated 
anefthat the national coasidcrations arc not ignored. 
Its working should aim at developing national 
economic activities. With the free funds of the 
Government averaging about Rs. crores reason- 
able profits to the shareholdcTs ajo practically 
assured. In the absence of a full-tledgcil (,'entral 
Bank in India, the responsibilities of such an in- 
stitution should, as far as practicable, taken 
by the Imperial Bank ; because, on aeeoimt of 
the State assistance and status and firivileges re- 
sulting from being Government bankers, it is the 
onty bank which approximates to the Central 
Banking institutions of other countrii's. One of 
the aims and objects of amalg.imating the three 
Presidency Banks into one bank was to supply 
the long -felt want of one strong Central Bank which 
should work in the public interests and be a support 
to the Indian moiuy market and Indian banks. 

Judging the work of the Imperial Bank from 
the above standpoints, we are sorry to record, that 
it does not come up to the expected level. Nor, 
did many of the public men and economists of 
the countiy anticipate any material good fi-om 
the merger of the Presidency Banks into the Im- 
perial Bank. The old management, the old policies 
and traditions connected with the Presidency 
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Banks were simply perpetuated. We have seen how 
the management of the Presideney Banks was 
even callous about tlie cries of Indian banks to 
get credit against the security of government Ixinds. 
The Indian menhante and firms fared no better. 
It is the general impression, that the foreigners and 
foreign firms were always favouted in the grant 
of credit and the greater portion of the banks’ total 
advances was made to non-Indians. It was freely 
talked that the banks veie not even as strict for 
security in the case of non-Indians as in the case 
of the people of this country. The management 
was wholly non-Indian. They had no sympathy 
for Indian economic regeneratien or for the develop- 
ment of Indian credit institutions. '^I'he foreigners 
lack that national ambition, that national outlook, 
that national patriotism, which is the first require- 
ment of any sound progress. Their connections 
with the country are practically mercinary and 
temporary^ during the periods of office. We do 
not blame them for their bias.sed tendencies. As 
long as man is human h(‘ cannot successfully resist 
the influence of those with w'hom he is connected 
by the ties of common habitation or native country, 
social habits and social intercourse. But the 
continuance of such a state of a flairs was decidedly 
not in the interests of India. 

The complaints against the Imperial Bank 
of India are on the same lines. The management 
is mainly non-Indian. The rumour is that the 
bank is less strict in the matter of advances to 
non-Indians. Large credit lines are reported to be 
extended to them which are denied to the people 
of the country on equivalent security. Even some of 
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the well-known and reputed Indian banks are not 
receiving the same facilities as are extended to 
some of the foreign trading houses or foreign banks. 
It is even reported, with what truth, we are unable 
to say in the absence of figures, that on an average 
the total of the bank’s advances to non-Indians 
exceeds ' that to the Indians. Some might say 
that the factor of character preponderates in the 
case of those non-Indians who are considered to 
be shown special facilities. Tnie, character is 
a factor which is to be counted in the deteiinination 
of risk in advances, but there are many Indians 
whose standard of character is next to none. The 
truth is that the English managei-s do not (or 
rather cannot, because of different modes of living 
and different social habits) freely mix with the 
people of the country and they cannot get first 
hand information about the credit and character 
of their possible clients. Their ignorance, how- 
ever, should not be the ground for absolving them 
from their resjxmsibilities to this country. Right 
and true knowledge in such matters is of vital and 
first rate importance to bank managers. 

If the bank has suffered some sad losses from 
Indian clients its system of management and 
superintendence is to blame which does not contain a 
requisite element of proper Indians who would 
.control the affairs in the light of private and per- 
sonal information which they alone are capable 
of getting correctly. It may be said that the bank 
has "commenced recruiting Indians for responsible 
appointments. This is good so far as it goes. But 
the pity is, it does not* go far enough. There are 
reports that they ace not treated as they should 
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be and that often they are discouraged. The 
facilities, that are extended to them, are not ade- 
quate. Moreover they occupy subordinate posts. 
Their colleagues who are recruited directly from 
England enjoy greater privileges and prospects. 
From our own personal experience of both the 
materials in India and in England, froir/ which 
the Imperial Bank officers are recruited, we are 
emphatically of opinion that the Indian material 
is much better and more suited to the conditions 
in India. We understand that the only special 
qualification which puts the English recruits on 
a much better footing is two or thiee years working 
experience in a bank in England. Those who 
have knowledge of the vast orgam.sation of 
English Joint-stock banks can easily see that a new 
clerk joining any bank in England would probably 
stick in one department for the first few years of 
his career ; and to conclude that such service gives 
him appreciable banking knowledge or entitles 
him to special terms and .special opportunities 
at the Imperial Bank shows nothing but deliberate 
ignorance of the true facts. Such recruitment on 
special terms is not warranted by any grounds 
of efficiency ; on the other hand it is positively 
dangerous because raw inexperienced people are 
given positions of responsibilities. It creates 
great discontent among the Indian staff who are 
better educated and more fully equipped. There 
would be no objection if the bank were to import 
from abroad really competent and experienced 
persons to strengthen the management but the 
recruitment from the clerical stall of English banks 
on the ground of a few years service in 
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such institutions is the per|)etuati.on of a system 
which is highly prejudicial to Indian banking and 
economic interests. The only explanation for the 
prolongation of this state of things is the great 
voice and influence, not unoften strengthened by 
misrepresentation of the relative efficiency and 
merite of Indian and English members, which the 
present non-Indian officers have in the affairs of 
the "bank. They simply wish to continue the mono- 
poly of their vested interests as long as it is possible. 
In our opinion the sooner the recruitment in Eng- 
land is stopped the better it would be. India pos- 
sesses much more suitable and efficient material to 
supply future officers of the IinjKTial Bank. If it 
may appear necessary at any time, bankers of 
repute and great experience may be engaged on 
contract service, to impart tone to the bank’s general 
management. Even if we have to pay them large 
salaries that would be worth while and to the real 
advantage of the banking in this country. 

From the description we are giving of the 
working of Central Banking institutions in the 
subsequent chapters it would appear on compari- 
son that there is much to bt^ done before the Im- 
perial Bank can suitably approximate to that ideal. 
The present constitution is a hybrid mixture, per- 
mitting the bank to do commercial banking up 
to a certain extent as well as imposing certain 
restrictions which are only usual in the case of 
Central Banks. The privileges which it enjoys 
put rt in a position of great advantage as compared 
to the other commercial banks of the country. 
The existing Joint-stock Banks no matter howsoever 
str ong , are keenly, feeling the competition of the 
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bank. Nor, has the bank been particular or judi*- 
cious in selecting the new branches. Many of 
them had already sufficient tenking facilities and 
the Iraiierial’s going there has simply ci.’cated un- 
healthy comixitition. It is (luite simple to see 
that the supply of free large government funds 
puts the bank in a position of great advantage 
in comparison to the other banks with which it 
has to compete for investments. It would* be 
more in conformity with the right principles of 
banking if it assumed the role either of a true cen- 
tral bank or became a true commercial bank with- 
out any restrictions which the present constitution 
impose.s. i t d(X's no good to the banking system or to 
the banking development of the (!ountry to continue 
its present position- on the contrary its privileged 
existence in the commercial banking impedes the 
growth of other banks. The determination of the 
Imperial Bank’s future status and scojje of activities 
is ommected with the problems with which the 
l)ook is dealing and we .shall revert to this subject in 
the following chapters. 

Indian Joint-s'iock Banks 

Under this heading are includ{*d all the banks 
registered under the Indian Companies Act. The 
Act hardly contains anything special relating to 
banks in particular. The law governs all Joint- 
stock companies practically on identical lines. 
As will be shown in the following chapter the busi- 
ness of this class of credit institutions is uot as 
it should be. At the end of 1924 there were only 
six banks w hich liad deposits more than Rs. 1 crore 
each, we.: The Allahabad B^tnk 9*25 ciores, Bank 
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of Baroda 4*82 crores. Bank of India 9*60 crores, 
Bank of Mysore 1*39 crores. Central Bank of India 
13*86 crores, and Punjab National Bank 6*26 crores. 
Out of these six banks of some imjxirtance four 
axe managed by Europeans and as such cannot 
be r^arded as indigenous in all respects. The 
only Indian banks of any consequence are the 
Central Bank of India, and the Punjab National 
Bank which between themselves own deposits 
of nearly 20 crores. Their progress has been very 
steady and creditable. Although the Central 
Bank has been faced with situations generally 
considered serious, created by mischief mongers 
who had personal malice or jealoasy against the 
bank or its directors, it has always triumphed over 
them and thus demonstrated completely the fitness 
of Indians to manage their banking institutions. 
The Central’s business principles seem to be ex- 
ceptionally sound because some of the heavy rushes 
which it had to meet at times, and which would have 
meant real difficulties even for bigger commercial 
banks, did not ruffle the bank in the least ; and 
the sudden demands of the depositors were met 
from the bank’s ordinary cash balances and 
ordinary airangements, just like the usual genuine 
withdrawals. It is really a matter of very great 
pride that the Central Bank to-day tops the list 
of all Joint-stock Banks in every respect, whether 
We look to Capital, Reserve, Deposits, or any other 
item of banking business. The outstanding success 
of the Central Bank is not a little due to its capable 
Managi,ng Director, Mr. S. N. Pochkhanawala, 
who has without doubt qiroved that Indians if 
given proper opportunities are a match for any 
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foreign banking talent. It is true that the manag- 
ing director of the Central Bank of India is a man 
of rare abilities and people like him are never many 
in any country ; but his example is sufficient to de- 
monstrate that administrative efficiency in any 
activity is not a monopoly of any particular commun- 
ity or nation. There are many employees in ^ndian 
banks, who if given right chances and opportunities 
would not be inferior to any average foreign bank 
manager in India. 

Figures in Appendix II show the progress 
which this class of banks have been able to make 
since 1870. Their business has trebled during the 
last ten yeai-s. The Indian community is beginning 
to appreciate their services and transferring giudually 
its patronage to them. Their progi’ess has been, how- 
ever, cheeked from time to time by bank failures and 
malicious rumours circulated by interested parties. 
The bank failures of 1923 are the recent and most 
important. They gave a great set back. The deposits 
at the end of 1922 were Rs. 65 crores. At the end of 
1923 the figure dropped to Rs. 48 crores- -a decrease 
ofRs. 17 crores or nearly 25 per cent. But during 
the following year, i.e., 1924, the banks recovered 
Rs. 7 crores of deposits and the figure reached Rs. 55 
crores. It is very encouraging to note that they are 
able to keep up the public confidence in spite of the 
great crisis of 1923. It is greatly creditable that they 
have been able to build up this position in spite of the 
competition of the older and influential Exchange 
Banks and the Presidency Banks. The competition 
specially of the latter and the present Imperial Bank 
has been wholly unequal And definitely weighted 
against them. The Exchange Banks have very long 
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starts and enjoy facilities in foreign markets which 
are factors of great value in the development 
of their business in India. The present position 
of the business figures of the Joint-stock Banks 
definitely proves that they are needed by the 
country. All that is required to stimulate their 
growth and accelerate the pace of their develop- 
ment is some amount of fostering care and 
confidence-inducing measures. 

The business which the Joint-stock Banks do 
is ordinary banking business of receiving deposits, 
advancing monies, negotiating and collecting bills, 
etc. They generally receive all kinds of deposits — 
current, savings and fixed. The rates of interest of 
different banks vary accordii^ to their requirements 
and status. In the matter of advances they discount 
local and inland bills, open cash credit accounts and 
make loans. As regards the security which they insist 
upon, it greatly varies. In bigger towns where stock 
exchange securities are available and current, appre- 
ciable portion of their advances is made against 
their hypothecation. In the interior, specially in 
the agricultural tracts hypothecation of agricultural 
products in the bank’s godowns, e.g., grain, cotton, 
etc., forms a suitable collateral—the system of public 
ware-houses is not prevalent in India as in the West 
and the banks are required to maintain their own 
godowns or take possession of the customers’ 
godowns when advancing money against goods. 
Goods and commodities like piece-goods, sundries, 
etc., are also readily made advances against. The 
banks supply short term and/or periodical credit to 
mills- and factories, generally against the security 
of stock-in-trade or some other suitable security. 
They also advance again^ mortgages of properties, 
but this forms a small portion of thdr individual 
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total advances. They have leamt well by this 
time that for successful commercial banking their 
investments should as far as posable be liquid and 
easily realisable. They, however, do not rediscount 
their bills ; nor do they do the business of bank 
acceptances. They as a rule do not do foreign 
exchange business. Some of the banks 'have 
commenced this kind of business but on account of 
the special advantages enjoyed by the foreign banks 
in this connection, their progress is small. 

The Joint-stock Banks do the agency and safe 
custody work. They transfer money on behalf of 
their clients from one place to another. They 
buy and sell shares and other stock exchange 
securities for the pubUc and thus popularise the 
investment habit. But their work and organisation 
in those matters is not as large or systematic as 
one finds in banks in Europe. The Central Bank 
of India, however, as in other banking activities, 
is progressing rapidly and on right lines in these 
directions also. It has lately opened a modem 
safe-deposit vault, erected by the well-known firm 
of Fichet’s of France, in Bombay, which at least 
equals, if it does not excel, any best built vault 
found in the advanced countries of Europe and 
America. Main doors of the vault weigh thirteen 
tons each. The Indian banks have not as yet 
b^un the “ Trast ” business. In course of time 
through the force of circumstance they will be 
called upon to meet demands of their clients in this 
direction also. 

We have given the names of the six important 
joint-stock banks in the beginning of this section 
which had deports over Rupees one crore each 
at the end of 1924. Their business figures during 
the five years 1920-1924 (both inclusive) are given 
in the following table for 'general information. 
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FIGURES ARE GIVEN IN 


Name of Bank. 

'i 

Year. 

1 Capital and Reserve. 

Paid-up 

Capital. 

Reserve 

and 

Rest. 

Total. 


1920 

35,50 

35,99 

71,49 

Allahabad Bank, ^ 

1921 

35,50 

41,50 

77,00 

Calcutta. 

1922 

35,50 

41,50 

77,00 


1924 

35,50 

49,66 

85,05 

r 

1920 

24,12 

15,00 

39,12 


1921 

29,90 

17,00 

46,90 

Bank of Baroda, ^ 

1922 

29,99 

18,00 

47,99 

Baroda. 

1923 

30,00 

20,65 

50,65 


1924 

30,00 

24,65 

54,65 


1920 

1,00,00 

66,00 

1,66,00 


1921 

1,00,00 

73,48 

1,73,48 

Bank of India, ^ 

1922 

1,00,00 

81,50 

1,81,60 

Bombay. 

1923 

1,00,00 

77,00 

1,77,00 


1924 

1,00,00 

83,67 

1,83,67 


1920 

19,32 

6,40 

26,72 


1921 

20,00 

8,25 

28,25 

Bank of Mysore, ^ 

1922 

20,00 

11,00 

31,00 

Bangalore. 

1923 

20,00 

13,58 

33,58 


1924 

20,00 

13,18 

33,18 

" 

1920 

50,00 

20,00 

70,00 


1921 

50,00 

25,00 

76,00 

Central Bank of ^ 

1922 

50,00 

30,00 

80,00 

India, Bombay. 

1923 

1,68,13 

1,00,00 

2,68,13 


1924 

1,68,13 

1,13,60 

2,81,73 

r 1 

1920 

18,33 

16,71 

34,04 

. 

1 1921 

20,46 

17,20 

37,66 

Punjab National 

1922 

26,76 

18,00 

44,76 

Bank, Lahore. 

, 1923 

27,40 

21,00 

48,40 

i 

1924 

30,66 

25,16 

55,81 


(d)— Sftvmga Bank depoaita. 
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THOUSANDS OF RUPEES. 



Deposits. 



Cash 

Balance. 

# 

Fixed. 

Savings 

Bank. 

• 

Current. 

Other. 

Total. 

6,85,00 

21,74 

2,28,03 


9,34,77 

• 

2,40,76 

7,76,78 

27,02 

2,49,27 

• • • 

10,53,07 

2,06,54 

7,17,06 

28,51 

3,47,98 

10,50 

11,04,04 

2,71,48 

6,67,39 

32,59 

2,17,63 

8,35 

9,25,96 

2,19,37 

3,67,80 

34,20 

l,ir),82(i) 

9,88 

5,17,70 

1.24,12 

3,03,58 


1,69,44{(1) 

. . . 

4,73,02 

1,01,66 

3,19,14 


1,57,48(<1) 


4,76,62 

77,01 

3,28,61 

6i,84 


9,34 

5,20,44 

87,23 

3,18,20 



... 

4,82,04 

85,44 

6,12,63 


4,64,30 


9,66,83 

2,52,51 

4,97,86 

17,87 

5,36,19 

3,23 

10,65,15 

1,60,39 

5,38,17 

. . . 

4,62,98 

... 

10,01,15 

1,8.5,74 

4,75,42 

29,81 

4,62,80 

... 


1,97,71 

5,23,52(d) 

... 

4,27,42 



2,29,64 

49,57 

63 

54,12 


1,16,32 

26,70 

82,08 

1,05 

79,67 

43 

1,63,23 

40,34 

97,78 

1,37 

60,74 

• * • 

1,69,89 

39,75 

1,00,77 

1,60 

39,27 

... 

1,41,64 

18,71 

99,34 

1,87 

37,89 



27,65 


... 




1,83,44 

7,1 i, 39 

. . . 

6,27,'91(d) 


13,39,30 

2,36,71 

7,28,23 

. . . 

5,93,86((i) 

... 

13,22,08 

2,15,95 

8,84,05 

. . . 

6,85,46(<i) 

. . . 

15,69,51 

3,03,69 

7,77,91 

... 


... 

13,86,16 

3,70,34 

2,36,99 

17,31 

53,29 

1,66 


67,86 

3,03,12 1 

24,72 


3,92 

3,93,13 

51,63 

3,92,01 

29,65 

66,88 


4,92,44 

1,04,14 

4,36,13 

32,60 


5,44 


59,02 

5,06,94 

38,18 

73,44 * 

7,61 


81,92 


• 

• 

• • 
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Exchange Banes 

It would be more appropriate to describe these 
banks as foreign banks because they are not rois- 
tered in India. To designate them by the name 
of the type of business in which they are mainly 
engag^ed is rather misleading. Are not the Joint- 
stock Banks of the country free to do exchange 
business ? It is a different question that they 
have not devoted any particular attention to or 
that they do not possess special facilities for such 
transactions ; but there is nothing to prevent them 
from engaging in them. Similarly the Exchange 
Banks are also Joint-stock Banks. They can do 
the same business as is done by the Indian Joint- 
stock Banks. The classification of banks working 
in India should not be overlapping or misleading 
or violate principles of logic. The best way to 
classify is to divide the banks between Indian and 
Foreign and then divide each sub-class according 
to the nature of business carried on. 

The foreign banks which had business offices 
in India in 1924 totalled nineteen. Their names are : 
Chartered Bank of India, Austraha and China, 
Lloyds Bank, Eastern Bank, Imperial Bank of Persia, 
Mercantile Bank of India, National Bank of India, 
National Bank of South Africa (Indian branch 
since closed), P. & 0. Banking Corporation, Thomas 
Cook & Sons, Nederlandsche Handel-Maatschappij, 
‘ Nederlandsch Indische Handelsbank, Banco 
National Ultramarino, American Express Company, 
Hongkong and Shanghai Banking Corporation, 
International Baiiking Corporation, Comptoir 
National d’Escompte de Paris, Bank of Taiwan, 
Sumitomo Bank and Yokohama Specie Bank. From 
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Appendix IV it would appear that the figure of 
their Indian deposits is steady round about Rs. 70 
crores. In 1913 the total of their Indian deposits 
was only Rs. 31 crores. It would also appear that 
their total business both of Indian and non-Indian 
offices is very large, the Indian business forming a 
small percentage.. As the individual Indian buaness 
is not disclosed even in government statistical 
publications we are unable to give such figures. • 

The Indian branches of the foreign banks do 
every type of banking business. Like the Indian 
Joint-stock Banks they receive deposits in India, 
make advances in this country, negotiate bills, and 
do agency business. They, however, devote their 
main attention to the exchange operations, i.e., to 
the banking business in connection with the foreign 
trade of India. These operations include transac- 
tions like remittances abroad, drawing of funds 
from foreign countries, n^otiation and collection of 
foreign Bills, opening of foreign credits, and issue 
of foreign letters of credits. The foreign trade of 
India is about Rs. 600 crores per year which 
principally passes through their hands. 

It may be worth while to illustrate how they 
finance such international business. Suppose wheat 
or cotton is to be exported. This can happen in two 
ways. Either a foreign merchant would purchase 
it or same merchant in India would like to send it 
abroad to be sold. In the former case the buyer 
would instruct his bankers to make arrangements 
with some of the foreign banks working in India 
to n^otiate bills in resp^t of the shipment, which 
he would pay on maturity, ^e bank in India 
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would discount the bill of the drawer (*.€., pay to 
the seller equivalent in rupees, at the current rate 
of exchange, of the amount due to him less any 
discoimt, that may be customary or settled between 
the buyer and seller), and send it to its foreign office. 
If the bill is a sight bill, i.c., payable on presentation 
it would be paid by the bank that sent instructions 
for its negotiation or by the buyer. If the bill is 
a usance bill it would be simply accepted on first 
presentation and paid by the drawee at maturity. 
The bill, however, would not be ordinarily kept 
by the discounting bank in its portfolio to be col- 
lected when due, but rediscounted according to money 
position with some other hank oi some bill broker. 
Thus the foreign bank could reimburse itself, if 
necessary with the amount of the bill, less discount, 
immediately it reaches destination. Similarly if 
the bill had lieen directly negotiated from a party in 
India the same procedure would have been followed 
and the bank would have got the funds on rediscount- 
ing it after arrival at the place where it was due. 
Thus much of the finance required for dealing in 
exchange transactions is obtained from borrowed 
funds. Foreign bills, although not payable in 
London, are often rediscounted in the London market, 
as it is more or less the world’s clearing house for 
international payments. The foreign offices would 
similarly negotiate bills payable in India which when 
received here are first accepted by the drawees and 
then paid on due dates. Money originally invested 
in Iq<iia in negotiating outward foreign bills is 
thus ultimately repaid here by the buyers of foreign 
goods. There is, however,, one difference between the 
financing operations pf outward bills and inward bills. 
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The outward bills are usually rediscounted but the 
inward bills are held by the banks till they mature. 
As remarked elsewhere the practice of rediscounting 
bills on the part of banks does not exist in this 
country. 

Greater portion of India’s foreign trade is wth 
England or via England and as such, majority of the 
outward foreign bills are rediscounted in the London 
market. The rate of discount there is generally 
lower than that prevailing in India and as such 
the foreign banks can command cheaper money 
for financing exchange operations which is not 
available to the Indian banks. This is the chief 
reason why the Indian ,loint-stoek Banks find it 
difficult to compete with the foreign banks in the 
exchange business. They not only lack the re- 
discounting facilities abroad but they also cannot 
get money so cheaply locally. 

Some of the foreign banks working in India 
have arrangements with other big foreign banks 
that have no offices here, whereby they enjoy large 
open ciedit lines at the bigger banks against the 
general security of their bills both inward and out- 
ward. Such an arrangement gives them command 
over laj^e funds at very reasonable rate of interest 
with the result that they are never handicapped for 
want of money. 

Some experience and knowledge of the curren- 
cies of the world, of the various discount markets 
and of the future trade currents is required if the 
exchange operations are to be successfully carried. 
But there is nothing extraordinary about these opera- 
tions as some are led to believe. 'Given proper chances 
and opportunities Indians cap ^ successfully put 
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them through as people of other nationalities. The 
business no doubt has some risk attached to it due 
to the unsatisfactory system of our currency whereby 
the value of rupee is not linked to gold, which is 
the international basis of money, but liable to 
fluctuations which sometimes are great.* The risk, 
however, is greatly eliminated by .cautious bankers 
by the process of covering according to which their 
sales and purchases very nearly balance. Moreover, 
the Government of India usually intervenes to main- 
tain the international price of the rupee within 
certain limits. But the profits which the foreign 
banks derive from the finance of foreign trade are 
not small and the risk, even if any, is not much in 
comparison to such gains. 

Main advantage from the finance operations 
of the foreign banks is derived by the foreign mer- 
chants and firms whether working in India or 
outside. The people of the country are not en- 
couraged to engage in foreign trade because credit 
facilities are not extended to them as freely as to 
the foreigners. Without banking assistance com- 
mercial operations are practically an impossibility 
in these days. It may be true that the foreign 
trade is mainly carried on by the foreigners who 
have large oiganisations for this purpose. But 
these large firms have sprung up in many cases 
from small b^nnings and their present position 
' is chiefly due to the assistance extended to them 
by banks from time to time. Owing to the immense 

*^nco writing the above the “ Bstio ” question has been settled 
by the Legislature and the rupee has been stabilized at 1«. 6d. gold. If 
the Indian currency authorities are able to muntain this value future 
fluctuations in the price of rupee will be between the gold points 
viz. 1/6 ^ and 1/6 f* *' 
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profits which the foreign banks are getting from their 
connections with this country, without restrictions 
of an5^ kind whatsoever, they should at least 
pay some attention to the development of foreign 
trade and commerce on the part of the people of 
India. The retailers or wholesale dealers, who 
ultimately market the foreign goods in India, are 
of course Indians but they are not usually the 
principal parties to the first hand transactions be- 
tween the world and this country and their business 
cannot be called international. When Indians 
directly deal with the outside world and the volume 
of such business is large, we can then and only then 
say that Indians are engaged in foreign trade. 
Bank facilities and bank assistance are greatly 
necessary for such development. The foreign banks 
have not extended any such help nor is there any 
reasonable probability that they w’^ould do so in 
the future. The vested interests with which they are 
connected or which influence them are too strong to 
permit them to encourage Indian enterprise in this 
direction. The Indian banks in the present stage of 
their development lack the means to assist them. 
How should then the problem be solved ? We shall 
attempt a solution in a later part of the book. 

Not only do the foreign banks come in the way 
of Indians engaging in foreign trade but they also 
encourage the import of foreign manufactures which 
acts as a deterrent to the advancement of Indian 
industries. Even the raw products which aje ex- 
ported from India are bought cheaply mainly 
through the supply of mox\ey which the foreign banks 
give to the foreign merchanl^ i^ this country. The 
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poor cultivator very often receives advances of 
money long before his crops are ripe and they are 
either sold cheaply to the supplier of money or 
mortgaged to him. The ultimate results of the 
financial operations of the foreign banks so far India 
is concerned are thus not to the advantage of our 
economic interests. 

The foreign banks do not engage Indians in any 
responsible posts. According to them Indians are 
only fit to be clerks. During the last so many 
years that these banks have been working in India 
there are hardly any instances in which their Indian 
employees have been promoted to any |K«ition of 
tnist or responsibility. Many of their managers 
have not been slow to speak candidly of the merit 
of some of their Indian clerks but when the question 
of promoting them to the Officer’s grade comes the 
obstacle of race or colour becomas insurmountable. 
During the last great War when the European 
assistants of foreign banks were called away on 
military duty the Indian assistants rendered valu- 
able service. Some of the managers out of real 
appreciation recommended some of the Indian 
employees to be made into officers. The reply 
invariably received from the banks’ boards was 
“ We do not wish to create a dangerous precedent.” 
Yes, dangerous indeed to the long established mono- 
poly of the foreigners in banking! Another bank 
uianager is said to have written to his London OflSce, 
“We cannot long hide from our Indian employees 
what “worthless stuff sometimes we get from Home. 
It takes lot of time and trouble to ‘ lick ’ some of 
the assistants into shape. Can not we encourage 
’versity men to come out for banking service in 
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the East Whenever the question of 

chances to Indians in foreign banks has been broach- 
ed the reply has been that they are either lacking 
in efficiency and requisite knowledge or that the 
Indians have to demonstrate their fitness and 
character for being entrusted with responsibilities. 
This is, however^ simply a make-shift. The above 
quotations show what is the real position. In 
point of character Indians are not inferior. Of 
late some of the large frauds in foreign banks have 
been committed by their own responsible officem. 
When Indians are being stigmatised as unfit or 
lacking in strength of character it is nothing but 
deliberate misrepresentation of true facts. When 
one visits foreign countries he always sees that 
foreign banks there mainly engage local men on 
their establishments, both junior and senior. One 
very rarely comes across foreigners managing local 
offices of foreign banks. In some cases not even 
a single foreigner is posted and the whole staff is 
recruited locally. It is only India where this 
unhappy state of affairs exists and continues to the 
discomagement of Indian banking. 

The foreign banks have assumed great force 
in the banking of this country. The measures 
which we are suggesting in a later part although 
quite legitimate and current in other countries are 
sure to be resented by this class of banks as they 
somewhat affect their monopoly or privileged posi- 
tion. And one of the grounds for such opposition, 
as has been sometimes given, would be the* non- 
availability of sufficient supply of Indian bankers. 
But in the name of what laimess can they advance 
this argument when they themselves are to blame 
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for this state of things ? By wilfully excluding 
Indians from higher posts in banking and continuing 
to do so India would never be deemed fit by these 
people to build up her banking system. The 
country’s interests are, however, much more im- 
portant than their biased opinions. 

In fairness to the foreign banks it may be said 
that they have been the pioneers of corporate bank- 
ing in this country and helped not a little to develop 
the banking habits amongst the people. But their 
services or usefulness in these directions have not 
been actuated by disinterested or philanthropic 
motives. Their primarj’ object has been to earn 
profits and it is only incidentally that India has 
been awakened by their activities. How befitting 
it would have been, if they had from their very 
commencement paid some consideration to India’s 
interests. We would have had then great regard 
and esteem for them. Their existence side by side 
with the banks of the country, nay even as an 
integral part of the banking system of the country 
would have been welcome. Let us ho(je that it is 
not too late even now. And that with the co- 
operation and sympathy of all persons doing banking 
business in India w'hich has been giving them large 
profits, India would soon build up a sound system 
of banking institutions which would accelerate the 
country’s development. 



CHAPTER IV 

BACKWARDNESS AND DEFECTS - 

Comparison of banking business of India and United 
Kingdom, India and Canada, India and Australia, India 
and United States — Indian banks smaller in size than 
banks in other countries — Figures of some important 
banks of the world — Analysis of Indian banking figures 
according to nationality of capital holders and manage- 
ment — Indian banking not only inadequate but wanting 
in systematic organisation — Causes of backwardness: 
Defects — Components of complete banking system. 

We have endeavoured to describe briefly in the 
preceding two chapters various types of banking 
institutions existing in India. Our next task is 
to ascertain how our banking figures compare with 
those of other countries : whether we are back- 
ward in banking activities or not, and whether 
the growth is adequate. We shall also attempt 
to find out the disabilities under which the Indian 
banking system is working, and its defects. 

INDIA AND THE UNITED KINGDOM 

A comparison of the banking and other statis- 
tics of these two countries is specially interc^ing, 
as India is ruled by the United Kingdom. The 
figures which will entej; info the Comparative 
Analysis are given below in ^ab]e 1. 
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i. 

ii. 

iii. 

iv. 

V. 

Descbiftion. 

Year to 
which 
the 

statistics 

relate. 

India. 

United 

Kingdom. 

Percentage 
which figures 
in (iii)are of 
the corres- 
ponding figures 
in (iv) 
(approx. ) 

Population (in Millions) 

1921 

319 

47 

079 

Area (in 1000 Sq : Miles) 


1766 

121 

1460 

Total Exports and Im- 
ports (in Million £). 

1919 

350 

3426 

10 

Banking Capital and 
Reserves (in Million £). 

1920 

(<*) 

19(6) 

ISO 

10 

Banking Deposits (in 
million £) 

1920 

eo 

2682 

9 

Number of Banks 

1920 

76(6) 

37 

206 

Number of Banking 
Offices. 

1920 

500(6) 

9560 

5 

Average Deposit per 
head of population in 
pounds. 


3/4 

57 

4 

Average number of 
square miles per bank- 
ing office. 


3532 

13 

27170 


(a) This includes paid-up Capital and Reserves of the then exist- 
ing Presidency and Joint-stock Banks. Paid-up Capital and Reserves 
of the Exchange Banks have not been included because they relate 
to the business of these banks all the world over which is over twelve 
times their Indian business. To include these figures would be to 
throw out of proportion deposits when compared to Capital. Moreover 
their Capital is not subscribed in India and its inclusion in the table is 
likely to give wrong impression as to the extent to which it has been 
already tapped and the response which such investment may receive 
in the future. If, however, it be considered necessary to include a por- 
tion of Capital and Reserve of the Exchange Banka it may be peimiss • 
ibleto include only x\sth of the corresponding figures in Appendix IV 
which is the proportion of Indian deposits to their total deposits. 
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The above table reveals how backward we are 
in banking activities. The Indian banking Capital 
and Reserve is only ^th of that of the United 
Kdngdom. The Indian deposits are only 9 per 
cent, of the deposits in the United Kingdom. The 
figures of export and import trade show how clpsely 
trade development depends upon the banking 
development. But our backwardness is not ade- 
quately measured only by the above two figures. 
If we take population into consideration we find 
India’s population is nearly 7 times that of the 
United Kingdom and if development had taken 
place simultaneously in both the countries in pro- 
portion to the population, our banking figures 
would be 70 times of what they are now. Again, 
India has an area nearly 15 times greater than 
that of the United Kingdom. If banking develop- 
ment in the two countries be compared on the 
basis of area we are 150 times backward. Both 
the bases of comparison, viz., area and population 
are permissible because India is rich in raw pro- 
ducts and well populated. Only, organisation of the 
right type in almost every economic activity is 

We have, however, omitted this as the object of the table oe well aa 
the comparative analysis is to indicate the development in India. 

{h) Figures relating to Oo-oporative Credit Societies are not in- 
cluded. At the end of 1 920 there wore only 5 Co-operative banks each 
having paid-up Capital and Reserve of Rs . 5 lacs and over and 30 
Co-operative Banks each having paid-up Capital and Reserve lietweon 
Rs. 1 lac and Rs. 6 lacs. Total paid-up Capital and Reserve and 
lldposits of these Co-operative Credit Societies on that date wore 
1961 and 480 lacs respectively. The exclusion of these figures hardly 
affects the statistical analysis. 

(c) Includes Indian deposits of Presidency, Exchange and Joint- 
block Banks. Post Office Savings Bank Deposits aio not included . 

Note : — Indian figures are converted into Sterling at the i-ate 
of Rs. 10 to £1, • ♦ 



82 


OEGANIZATION OF INDIAN BANKING 


CHAP. 


lacking. Coming to the number of banking offices 
we find that in spite of its vast area Indian banking 
offices are only 5 per cent, of those of the United 
Kingdom. Taking area into calculation we have 
roughly on an average 1 banking office to every 
13 square miles in the United Kingdom against 
1 to every 3,532 square miles in India, i.e., we are 
more than 270 times backward in this respect. 
And even making due allowance for the density of 
population, which in the case of the United 
Kingdom is twice that of India, the backwardness 
on the basis of area is not less than 130 times. 
The larger number of banks in India as compared 
to the similar number in the United Kingdom only 
shows how small Indian institutions are in compari- 
son to those in the land of her rulers. 

It may be noted in passing that the deposits 
per head of population in India and the United 
kingdom are |th of a £ and £07 respectively. 
If we take the Clearing House figures into con- 
sideration we find that the amount of cheques 
cleared through the London Bankers’ Clearing 
House alone irx 1920 was £39,019 millions as against 
the total of £3,144 millions cleared thmugh all 
the Clearing Houses* in India. 

* In India only Oalcmtta, Bombay, Madras, Rangoon, Karachi, 
Delhi, J^ahoro and Cawnporo havo Bankers' Clearing Houses. 
These Clearing Houses clear only “local” cheques, payable 
locally and not “out-statioii ” cheques. Thd latter have to bo 
oolloctod at the paying banker through agents or branches. In other 
countries not only local cheques and bills aix} cleai'ed but also those that 
arc payable at other stations. 
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INDIA AND CANADA 

Table II 


j 

i. 1 

1 

L -.-.-1 

iii. 

iv. 

1 

1 

V. 

i 

i 




Percentage 


Year to ! 


i 

which fig\.in38 

Description. 

• 

which 1 
statistic's ; 
relate. \ 

India. 

CaNxVDA. 

in (ii*4 are 
of tho corres- 
ponding 
figures in (iv) 


\ 

1 

1 


(approx. ). 

Population (in MillioUvs) 

i i 

! 1921 ; 

319 i 

Hh 

3763 

Area (in 1,000 So. Miles) 

1 7(i() 1 

3729 

1 47 

Total l?]xports and Im - 

i ! 

350 I 

485 

1 72 

ports (ill Million t). 
Banking Capital and 

1920 ; 

19 i 

25(r0i 

■ 70 

Rosorve (in Million £). 
Banking Deposits (in 

1920 ‘ 

i 

235 : 

379 1 

02 

Million £). 

Number of Banka ... 

192U : 

i 

70 1 

1 

1 

IS 1 

422 

Number of Banking 

19m ! 

500 i 

:!449 1 

15 

Oftices. 1 

j 

j 



Average Deposit per 

... 

1 j 

441 


head of population in j 
pounds . 

I 

i 



Average Number of 


3532 1 

1084 i 


square miles per 
ban king office . 

i 

i 

1 



Note. — Indian figures are subject to the remarks given in the 
explanatory footnotes to ^Pablo 1. 


(a) Tho Canadian Banks’ liability on account of note circulation 
was $232, 486, 734. 

Our banking development is even much smaller 
than that of the Dominion of Canada as the above 
table indicates. Our banking Capital and Reserve 
and Deposits are 76 and 62 per cent., I’espectively 
of the corresponding Canadian figures, in spite of 
India’s population being 38 times larger than that 
of Canada, Canada possesses more than double of 
India’s land area, but even then the former has one 
banking office to every 1,084 square miles agjijnst 
one to 3,532 square miles in the latter. We are 
more than three times backward in this respect. 
Canadian Deposit per head of population is £44i 
S'gainst only 15 shillings in J^ndia. * 
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INDIA AND AUSTRALIA 


Table III 


i. 

ii. 

iii. 

iv, 

V, 

DESCRU'TION. 

Year to 
which tho 
statistics 
relate. 

India. 

Australia. 

Percentage 
which figures 
in (iii) are of 
the corres- 
ponding 
figures in (iv) 
(approx.). 

Population (in Millions). 

1021 

310 

6i(rt) 

5800 

Area (in 1,000 Sq. Miles) 


1760 

297S 

59 

Total Exports and Im- 





ports (in Million £). 

1919 

350 

247 

' 142 

Banking Capital and Ro~ 





servo (in Million £). 

1920 

19 

59 

32 

Banking Deposits (in 





Million £). 

1920 

235 

350(6) 

67 

Number of Banks 

1920 

1 

21 

362 

Number of Banking 





Offices . 

1920 

j 500 

2600 

20 

Deposit per head of po- 


1 



pulation in pounds . 

... 

;t 

4 

C3i 

... 

Number of square miles 





per banking office. 

... 

3532 

1190 

... 


(a) This does not include full blood aborignes and the population of 
the territories. 


(6) Estimated. 

Coming to the comparison of Indian figures with 
another important part of the British Empire, 
viz., Australia we find the same tale repeated. In 
spite of our population being 58 times greater, 
our banking Capital and Reserve and Depoats 
are only 32 and 67 per cent, of the Australians. 
This appears more gloomy when we see that even 
our foreign trade is 142 per cent, of that of Aus- 
tralia. Australia has little less than twice of India’s 
land area but in spite of this the former has one 
banking office to every 1,190 square miles against 
India’s one banking office to 3,532 square miles. 
Deposit per head of population in Australia is more 
than 79 times the' corresponding figure in India. 
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INDIA AND UNITED STATES 

Table IV 



ii. 

iii. 

iv. 

V. 

Description. 

Year to 
which the 
statistics 
relate. 

India. 

U. S. A. 

Parcontago 

which 

figures in (iii) 
are of the 
corresponding 
figim^s in (iv) 
(approx:). 

Population (in Millions) 

1921 

319 

106(a) 

301 

Area (in 1000 Sq. Miles) 

... 

1766 

3026 

58 

Total Exports and Im- 
ports (in Million £). 

1919 

360 

2779 

13 

Banking Capital and 
Reserve (in Million £). 

1920 

19 

1052 

2 

Banking Deposits (in 
Million £.) 

1920 

236 

7754. 

3 

Number of banks in- 
cluding branches . 

1920 

! 

600 1 

1 

:10J39 

2 

Deposit per head of po- 
pulation in pounds. 


1 

•4 j 

73 


Number of square miles 
per banking office. 


3532 1 

i 

100 

... 


(a) Exclusive of outlying possessions. 

Our banking backwardness although great when 
compared with similar economic activities of the 
United Kingdom, Canada and Australia, assumes 
still much greater proportion when compared with 
the figures of the United States of America. In 
spite of our population being three times that of 
U.S.A. our banking Caj&tal and Reserve and Deposits 
are only 2 and 3 per cent, of ttose of the latter. 
Our banking offices are only 500 as against over 


86 ORGANIZATION OF INDIAN BANKING . cha1>. 

30,000 in U.S.A. There is one bank to 3,532 square 
miles in India against one to 100 square miles in 
U.S.A. Deposit per head of population is £73 in 
the U.S.A. against 15 shillings in this country. 
There is no wonder that the United States is pros- 
pcroiis with her agriculture, commerce and industry 
flourishing, because her banking, ’which is the back- 
bone of economic activity, is greatly developed. 

The above few comparative analyses would 
definitely establish the backwardness and inade- 
quacy of our banking activities. If wo compare 
our figures with the figures of France, Germany, 
Italy, Japan, and other important countries of 
the world the same results would be repeated. We 
have put some of these results in the form of charts 
on the frontispiece to make them vividly apparent 
at a glance. Docs it not follow then that our 
rulers have not been as mindful of India’s prosperity 
as they should hav<) been ? India is rich in agri- 
cultural and mineral products. It possesses large 
possibilities for indiistiial and manufacturing activi- 
ties. And if efforts had been systematically made 
fn>m the beginning our country would not have 
shown results inferior to what other countries 
have achieved through organised exertions during 
the last 60 or 70 years.* 

*Figures given in tables I to IV in this Chapter are only approxi- 
mate, They are, liowovor, sufficiently reliable as statistical estimate 
for the .purpose in view. Owing to the non-availability of ready figures 
in certain cases approximations have been worked by interpolation 
according to mathematical formulae. 

«Binco writing the above the author has come across statistical 
figures relating to banks, quoted by Principal M. L. Tannan in his 
presidential address to tlip Indian Economic Conference at Calcutta. 
The statement is given below. OTieso figures are as on Slst December 
1024 and as such moro^recent. They further confirm the correctness 
of approximations referred to in«this chapter. 
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Wc have mentioned in an earlier part of this 
chapter that banks in India are of very small size 
as compared to the banks in other countries. This 
can be seen at a glance by dividing the figures of 
Capital and Deposits by the number of banks. 
To further establish this point wc give on- the 
next page figures of some of the banks in foreign 
countries and in India. The figures tell their own 
tale. The deposits of each of the “ big five of 
London are more than the Total Indian Deposits. 
The deposits of the Imperial Bank of India which 
has the largest deposits in this country are less 
than -|rd of the deposits of National Provincial Bank, 
Ltd., which has the smallest deposits amongst 

Statement showing certain kanhing statistics of a few countries 
as on 31st December, 1924. 


Remarks. 


(a) Includes sav- 
ing and special 
bonks. 

(h) Excludes de- 
posits of Ex- 
change Banks, 
(c) Excludes ca- 
pital of Ex- 
change Banks. 
Nots: — 

Yen - 24d. 

4-86 -=£1. 

Rs.l5----£1. 

(a) The “big five ” banks are : JLloyds Bank, Midland Bank, 
Barclays Bank, National and Provincial Bank and Wes tipi nster Bank. 
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BANKING FIGURES OF SOME OF THE 


Namk of Bank. 

No. of 
Branches . 

Subscribed 

Capital 

£(1,000). 

Paid-Up 

Capital 

£(1,000). 

British Empire. 

••1 

Bank of England (a? ) . . . 

! 

* " • 


14,663 

Lloyds Bank, Ltd. {a) 

1,671 

71,866 

14,373 

Midland Bank, Ltd. (a) 

1,838 

39,233 

11,977 

National Provincial Bank, Ltd. (a) 

1,128 

431,617 

9,479 

Bank of Montreal {a) 

640 

6,147 

6,147 

Koyal Bank of Canada (a) 

656 

4,192 

4,192 

Canadian Bank of Commorce (a) ... 

581 

4,110 

4,110 

Bank of Australasia (a) 

211 

4,000 

4,000 

lm}K)rial Bank of India (z) {y) 

164 

i 

11,250 

6,625 

Central Bank of India, Ld. {y) («) 

18 

3,362 

1,681 

Bank of India, Ltd. {z) {b) 

2 

1 

1,000 

Allahabad Bank, Ltd. (z) {b) 

36 

... 

355 

Other Countries. 




Netherlands Bank (c) (d) 

2 

... 

1,721 

The Java Bank (c) (/) 

... 

... 

600 

Nederlaildscho Handelmaatach appi j 

... 

... 

10,602 

(a) (d). 

lOO(^) 



Beichfibank (c) (k) 

10.294( y ) 

4,015 

Guarcmty Trust Co. of New York 

10 

6,144 

5,144 

Dannatiidter und National bank 

r 138(1) 

] ••• 

2,941 

(c) (k) 

Credito Ifcaliano (n) (o) • • ... 

• 

c 

\ 103(m) 

60(^') 

1 

4,000 
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IMPORTANT BANKS OF THE WORLD. 


Reserve 

£(1,000). 

Deposits 

£(1,000). 

Remarks. 

3,616 

126,031* , 

(rr) From Statement, dated 27th August, 
1925- * Includes £22 millions of public 

10,000 

338,371 

deposits. The liability on account of 
notes issued was £181 millions. 

11,977 

348,350 


0,470 

234,201 

(a) From “ Banking accounts analysed and 
compared issued by Frank Newsori 

6,147 

124,415 

Smith & Co.. Stock BrokoK, London, in 
1925. 

4.192 

97,372 

(6) From Statistical table relating to banks 
in India 1924. 

4,110 

87,631 

{z) Rupees converted into Sterling @ Rs. 10 
--£1. 

(?/) From Balance Sheet, dated 31st December, 

' 1 925. 

3,700 

28,010 

(c) From Balance Sheet, dated 3 1st March. 

1 92^4. 

4,825 

83, .300 


1,000 

1 5,933 

(rf) Exclmnge f. 11* 62 -- £1. 

837 

9,.509 

(c) The bank had liability for over £87 
millions in respect of notes issued. 

495 

9,260 

(/) Exchange @ f. 12 - £1 

(g) The bank had liability for about £22 
millions on account of notes issued* 

1.187 

00 

OD 

(it) Approximate. 

(i) Notes in circulation over 210J million £. 

728 

6,460(flf) 

U ) Authorised increase. 

... 

40,000(6) 

(A;) Exchange @ 20*40 marks = £1. 

3,630 

41,219(t) 

(/) Main Branches. 

4,191 

130,045 

ft 

(nt) Sub-branch Offices. 

1,960 

32,801 

(n) From^ a statement in 1 925. 

1,300 

49,720 

(o) Exchange,. 109 Liras --£1. 




90 ORGANIZATION OF INDIAN BANKING cHAP. 

the “ big five/’ The deposits of the Allahabad 
Bank, the oldest of the Indian Joint-stock Banks, 
are less than j^th of the deposits of the same 
English Joint-stock Bank. The deposits of the 
Midland Bank, which has the largest business 
among the “ big five ” are over four times that of 
the Imperial Bank and about 40 times that of 
the Allahabad bank. 

Comparisons like the above can be easily made 
between the figures of Indian Banks and other 
foreign banks. 

The tale of our sluggishness in banking is not 
finished with the above description. The analysis 
of the banking figures betw'cen the various classes 
of banks in India reveals a woeful position. We 
take for this prrrpose the following table V w'hi<^h 
gives banking figvnes as at the end of 1924. 


Tamle V 

Table Shnu'lnfl Indian Banking Bit,nnr.ff8 {1921). 


1 iMrEfllAB I 
j I.Unk. ! 

i 1 

Joint- 

stock 

BAJiKS. 

jKxOIlANOE 
j Banks. 

Co- OPE- 
BATIVB 

Banks. 

Total. 

Paid-up Capital ... 

(lla. in 

560 

1 

(Rs.in 

lacs). 

760 

i (Rs.in 

1 lacs). 

I - 

(Rs .in 
lacs) . 

170 

(.Rs . in 
lacs). 

1,490 

Reserve and Rest 

480 j 

420 


70 

970 

Deposits 

8,420 

6,520 

7,060 

1,260 

22,260 

Cash Balances 

1,660 

1,160 

1,640 

60 

4,420 


Out of the total deposits of Rs. 222*5 crores, 
more than Jrd, oi'z., Rs. 84’2 crores are in the hands 
of the Imperial Bank which is managed by foreign- 
ers and cannot be called* Indian in the tnie sense. 
Another |rd are secBrcAl by foreign banks which 
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utilise this vast sum principally in the financing 
of foreign trade. Out of the remaining |id deposits 
lodged with the Banks of Indian domicile, nearly 
25 crores of rupees are deposited with banks imder 
European management whose sympathies with 
Indian banking aspirations are not as they shpuld 
be. The purely Indian banks, i.e., owned by Indian 
shareholders and managed by Indians, possess 
between themselves about 42 <;rorcs of deposits, 
i.e., approximately ^th of the total bank deposits 
in India. Does any country rev(ial such a deplor- 
able state of affairs ? The CWtral Bank of India 
which has a Paid-up Capital of Es. P68 crores, 
Reserve and Rest of Rs. 1'13 crores and deposits 
Rs. 14 crores (these figures are highest amongst 
all the Indian Joint-stock Banks), and is a purely 
Indian managed institution, has clearly demon- 
strated the capacities of Indians to do banking 
business on safe lines. It is really cieditable for 
the authorities of the Cent3*al Bank, specially lor 
its moving spirit Mi-. S. N. Pochkhanawala, that 
although this bank started less than 15 years ago 
i.e., long after the existing important Joint-stock 
Banks had been securely established and had suffi- 
ciently progressed, whether managed by Indians 
or Europeans, it has progressed further than all 
of them. The Government blue books do not 
reveal the individual Indian business of Exchange 
Banks and as such it is difficult to compare the 
Central’s business with any of them. But if aver- 
ages can be taken Central’s position is predonunant. 
Even taking business of the Imperial and Central 
Banks per branch, the 'result is in favour of the 
Central Bank. The Clentral’s foremost position 
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in the Indian banking field is undoubted. But 
one Central is not enough. There should be many 
more Centrals to exert appreciable influence on the 
conduct of Indian banking in the Indian interests 
and to win back the banking-field, which if not 
absojiutely lost, has been up till now at least freely 
given to the foreigners for their fullest exploitation. 

The Indian Banking is not only conspicuous by 
its backwardness but also by the non-existence 
of any systematic organisation. Further we observe 
only one type of banking activity which principally 
deals with short term credit. It is known as “ Com- 
mercial Banking.” The Imperial Bank, the Ex- 
change Banks, and the «Ioint-.stock Banks all transact 
only short term credit operations and belong to 
the class of Commercial Banks. The Imperial 
Bank can not function properly as the Central 
Bank or bankers’ bank and pivot of money market 
under the present order of things. There do not 
exist any other types of banks which can adequately 
assist other economic activities like industry, land 
and forest developments, etc. The Co-operative 
Credit movement calculated to help the rpoi is 
in its infancy with very doubtful prospects of 
growth under its present organisation. There are 
no industrial and land mortgage banks. The 
municipal and local savings banks are not in exist- 
ence. The lower ranks of middle class people 
have no organisation whereby they can get some 
financial assistance in times of need. The Commer- 
cial Banks give them no countenance. They like 
ordinary cultivators are prey to the money-lender. 

The one-sided activity of the Indian banks 
to assist commerce and tr^dc mainly, is due to the 
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wholesale copy of the English model without 
paying any attention to the varying circumstances 
and needs of India. In fact this complaint of 
wholesale importation of English economic ideas 
and practices, without any regard for local condi- 
tions or minute study thereof, does not appl^ to 
banking alone but refers to our other activities 
as well. The banking system of England chiefly 
consists of Joint-stock Banks whose principal 
business is to assist commerce of the coimtry. The 
banks there have never thought it to be their pro- 
vince to extend long term credit to industries and 
agriculture. Possibly this is due to the English 
habit of direct investment in stocks and shares 
which has always produced sufficient capital for 
the conduct of such activities. England is not 
an agriculturist country and it has not felt any 
necessity for special organisation for land and 
agricultural credit. But things here are quite 
different. India is not simply a jirincipal agricul- 
tural country but it has vast mining and 
manufactming possibilities also. These sources 
have been hardly tapped. We need credit 
institutions that can assist in the divers economic 
developments and forces of production. 
W^e want Agricultural and Land Mortgage Banks 
that will help the agriculturist class and 
increase and improve land product’on, the Industrial 
Banks that will assist in the foundation and growth 
of Indian industries, the Commercial Banks that 
will adequately finance the movement of goods, 
and the carrying on of internal trade, the Exchange 
Banks that will assist India’s international trade 
and so on. India is a verjr vast country having 
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area bigger than Europe minus Russia, ranking in 
point of population as the third biggast country in 
the world. It is not barren or desert land like the 
desert of Sahara. Practically whole of its area is 
rich either agriculturally or minerally. It has a 
beautiful coast line with possibilities of many good 
commercial harbours. Is it not then really deplo- 
rable that in spite of so many natural advantages 
the country is so backward economically ? Even 
England, with her develoj)ed industries and banking, 
has been now and then feeling want of special banks 
which will extend help to industries. The Ministry 
of Agriculture and Fisheries issued last year report 
on the means of creating and organising agricultural 
credit, although England is hardly reckoned 
amongst the agi’icultural countries of the world. 
Should not then India also develop all types of credit 
institutions comiietent and willing to meet demands 
from all classes of undertakings ? Sound, adequjite 
but diversified system of credit institutions is the 
only remedy against the economic sluggishness, that 
has Ixien allowed to exist and continue. It is 
really an irony of fate tliat the country which was 
amongst the first few to realise the importance 
of credit institutions and possess them — ^when 
the modern advanced nations were still undeveloped 
and even to an extent uncivilised —is now left much 
behind in the march of progress. 

“ What are the causes of this backwardness 
or deficiency ? ” is a natural question that every 
reader is likely to ask. The Indian banks are 
working under grave disabilities and defects which 
make it, if not absolutely •impossible, at least greatly 
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difficult for any system to be evolved or for regular, 
systematic and steady growth. Some of these 
may have been noticed already. We briefly give 
them below: — 

(i) Want of realisation of the importance 
and necessity of credit institutions^, on 
the part of the people and lack of pro- 
paganda for the same. 

We have amidst us many movements for social, 
polit cal, communal and other welfai’es but none 
of them has seen or realised the necessity of economic 
progress, with sound banking at its back, as the 
fost step for any real advancement. No one has 
seriously considered that banking is the key of 
economic regeneration and through it of other 
channels of development. The conception of 
Swadeshism of the Indian National Congress 
does not go beyond the need for consumption of 
Indian-made articles. The national importance 
of economic activities like Insui’ance, Banking, 
Shipping, etc., has never been touched upon the 
political platforms. Even the Ind'an Chambers 
of Commerce and the allied bodies have not suffi- 
ciently realised the imperative necessity of sound 
and sufficient credit institutions under the control 
of the people of the country. The Indian Economic 
Association has been of late giving some attention to 
these problems. Banking, however, is such a 
vital matter that it should not be the subject for 
deliberations by economists only but recognised as 
the first article of progress by Commercial, Industrial 
and Agricultural Associations, and by all the political 
parties, Congress and Conference?. 
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Propaganda is specially needed in a country 
like India "where the majority of population is 
illiterate and modem banking habits are not 
developed. 

(it) Want of sympathetic attitude on the 
, part of the Government towards Indian 
banking and its not realising or reckoning 
banking development of the country 
amongst the necessary duties of the State. 
The Government’s step-motherly treatment of 
the country's banks is proverbial. It has done 
all in its power for the development of irrigation, 
railways, telegraphs, etc., but never seriously tackled 
the problem of banking in spite of its greatest im- 
portance to the body politic. The principle of 
discriminating protection to Indian industries has 
been recognised but nothing done for banking 
reconstruction, without which industries cannot 
exist or grow. The Government has been, at best, 
dormant and indifferent spectator of the progres- 
sive domination of non-Indian element in Indian 
Banking, It is spending large sums every year 
for political propaganda and other publicity works. 
And should it not spend something to make known 
advantages of credit institutions and popularise 
banks and banking habits which alone can bring all 
the productive forces into satisfactory operation ? 
(in) Want of requisite machinery whether 
'* in the shape of legislative measures as 
in U.S.A. or some other equally effective 
arrangement which could control matters 
like the following : — 

(a) Rigid scrutiny before granting Certi- 
ficate of Incorporation, 
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(6) Nationality of Capital holders and 
Directors. 

(c) Minimum amount of Capital which 

should be subscribed and paid up 
before commencing business. 

(d) Relation of minimum Capital to^the 
area or territory and/or population 
which a bank pro})oses to serve. 

(e) Cash reserves in resfiect of deposits. 

(f) The correct credit information which 

each boiTowcr should disclose when 
applying for credit borrower being 
liable to criminal prosecution in 
the event of deliberately giving false 
information. 

(f/) Maximum amount that can be ad- 
vanced to each individual or concern. 
(A) Frequency with wliich statement of 
accounts should be published — 
nothing inspires greater confidence 
than the publicity of accounts. 

(«;) Want of examination or inspection on 
the part of the State in the general 
interests of the depositing public and 
shareholders as is done in U.S.A. 

This may not be necessary in the o>ase of coun- 
tries that have their banking well established but 
countries like India essentially need this to induce 
requisite confidence in their banlcs. 

(v) Non-existence on a sufficient scale of the 
system of discounts and rediscounts.- 
Commercial paper is a great factor in 
the money market of other, countries, both because 
of its negotiability and its being reckoned as a back- 
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ing to currency. Indian money market will not 
function properly unless discounting and redis- 
counting of trade bills is adequately organised. 

(w) Want of a properly organised Central 
Bank with note issuing functions, or of 
Federal Reserve Banks as in U.S. A., which 
can work as banlierg’ bank, exercise 
toning and co-ordinating influence over 
the whole system and regulate the money 
market. 

We have shoum in a preceding Chapter how 
the Imperial Bank sadly falls shoit of the conception 
of a Central Bank. 

(mi) Want of emergency measures upon 
which banks can rely for support in 
critical moments. 

Like all human undei-takings banks cannot 
be sure of successful career unless they have some 
reserve arrangrments to which they can look up 
in times of necessity. No such facilities exist in 
India with the result that the Indian banks have 
to invest large funds in Government Securities, 
which constitute their first line of defence, the 
consequence being that credit is withheld pro- 
portionately from commerce and trade. 

(mii) Want of co-operation between the 
banks themselves whether in the matter 
of mutual assistance or that of establish- 

t i ng general practices on uniform basis. 

This is usually voluntary. Associations and 
institutions of bankers supply this want. 

(ix) The non-English Imowing customers of 
banks experience great difficulties in 
the matter of issuing cheques. 
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Almost all the banlcs insist that customers 
who do not sign in English should sign cheques 
in presence of their officers either at the time of 
withdrawal or in advance, which means that mer- 
chants have to keep blank signed cheques in their 
possession long before they are actually neej^ed, 
which is a source Df not small danger. This is the 
only country in the world where vernaculars are 
at a disadvantage in the matter of cheque accounts. 

(x) The Indian banking system is dominated 

by non-Indians whose real sympathies 
and interests can naturally be not with 
India. 

The chief purpose of these people is to earn 
profits without any regard for the country’s pros- 
pects or any broad vision for India’s economic 
regeneration. They never admit Indians to any 
responsible positions, which are a close preserve for 
non-Indians. They are incapable of that jjersonal 
touch which is so essential in credit institutions. 
They hardly come in contact with the mas.ses or 
needs of the country. 

(xi) The deficiency of Indian bankers. 

This is but a natural consequence of the vicious 
system that has been allowed to creep in and con- 
tinue with the tolerance of the State. Majority of 
the banks are either owned or controlled by non- 
Indians who give no opportunity to Indians to hold 
any responsible post. This deficiency can, however, 
be easily made up by vigorous measures within 
10 or 15 years. The Central Bank of India has 
been able to bring into existence within so short 
a period a body of competent* people in banking 
who can easily match with any average non-Indian 
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banker in this country. And what Central has 
been able to do should not be impossible of accom- 
plishment by others if they are actuated by same 
aspirations, patriotism or ambition. 

(xii) Non-existence of diverse types of banks 
to supply credit to diverse economic acti- 
vities like agriculture, .commerce, foreign 
trade, industry and so on. 

Economic needs of a country like India with 
vast area and large population can never be ade- 
quately looked after by a single type of banks. 
Moreover, this diversity is sixicially needed when 
a comitry is beginning to grow economically and 
the productive forces have not been brought into 
existence or are sluggish. The rapidity with which 
Germany built up her economic construction, which 
was proverbial before the Gimt War, was mainly 
due to the sound system of her banks, each class 
principally looking after some major economic 
development. All the principal countries of 
Europe, France, Holland, Italy, etc., have practically 
copied this moilcl. t). S. A. has its banking system 
divided into different classes. Japan has also 
organised its banlts on the same principle, assigning 
different types of credit to different tArpes of banks. 

The banking system of India to be complete 
should consist of the following types of banks : — 

(а) Cential Bank or an institution corres- 

ponding to it which will be centre of the 
whole banking system and its pillar of 
V support. 

(б) Commercial Banks which will look after 

the movement of goods and trade and 
briefly csupply short term credit. Prac- 
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tically all the banks in India belong to this 
category. 

(c) Exchange Banlts that will look after 

foreign banking and foreign teide. The 
present Exchange Banks are all of foreign 
domicile and should be called foi?eign 
banks for the sake of distinction. I’hey 
should not be confoimded with .this 
type of banks which should be of Indian 
domicile and Indian in spirit 

(d) Agricultural and Co-operative Banks which 

will supply requisite credit to the rifoL 

(e) Land Mortgage Banks wliicli will extend 

long term ciedit to the land-holding 
classes as well as help in the establish- 
ment of people who will own and cultivate 
land, i.e,, of land holding farmers. 

if) Industrial Banks which will specialise in 
industrial flotations and grant long term 
credit to industrial concerns. 

(g) Savings Banks which will help accumula- 
tion of mass savings. We have in 
India only Post Olflee Savings Banks 
but there is scope for Municipal and 
Local Savings Banks which can employ 
a portion of their funds as advances 
to masses in times of necessity and 
thus be more useful to the society than 
the Government Savings Banks. 



CHAFTER V 

TWO MODELS 

The Central banking system of Europe and the Federal 
Reserve system of U. S. A. — Etjbopban Banking System: 
Constitution, functions and responsibilities of Central 
Banks — Whether Central Banks should be owned by 
State — Bills as reserve for currency — Other classes of 
banks — Bank rate and its influence — ^Transactions of 
bank of issue and commercial banks compared — Pecu- 
liarities and tendencies — Federal Reserve System : 
Principle of federation — Brief history — ^Early enterprises — 
State banks. National banks, and Trust companies — 
Crisis of 1907 — Aldrich Vreeland Act — National Mone- 
tary Commission (1908) — ^The Federal Reserve Act — 
Provisions of the Act — Federal Reserve Board, and 
Federal Reserve banks, their functions and powers — 
Central banking and Reserve system compared — Pecu- 
liarities of American banking organisation — National 
bank laws — State bank laws — Trust companies laws. 

We have two important models before us in the 
matter of banking systems. 

(i) The Central Banking System of Europe, 
(w) The Federal Reserve System of U.S.A. 

It will be worth while to know both these 
systems, and then determine the basis of our con- 
struction. 

« EUROPEAN BANKING SYSTEM 

As the name implies this originated in Europe 
and ‘is prevalent in all of its important countries. 
At the head there is a bank of issue also known 
as Central Bank which- is the support of the 
whole system. Its importance ties not in the volume 
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of its business which is usually smaller than that 
of the major commercial banks, but in its cur- 
rency func-tions which enable it to regulate the 
whole money market. A writer has said “the 
first and chief task of the bank of issue is the regula- 
tion of the currency of the country ; if the bank 
of issue had to perform no other function but this, 
that would be sufficient to justify its existence.” 

All the European banks of issue, excepting the 
Bank of England are permitted to reckon bills 
discounted as a backing to the notes issued, which 
further impart elasticity to their currency, rising 
and falUug with the commercial requirements. 
Commercial piper represents commercial acti- 
vity and increase in one is reflected in the other. 
The variation in trade ac'tivity may be due to 
seasonal fluctuations or periods of rise and hill. It 
is quite legitimate to base currenesy on su(;h acti- 
vity. Activity moans more money is required 
and decrease in this activity means volume of 
currency should be proportionately reduced. Un- 
less there is automatic action between the trade 
intensity and volume of curreut;y, the purchasing 
power of the monetary unit cannot remain at the 
same level — ^assuming other factors to remain 
constant. 

Because of the great importance of the banks of 
issue they are strictly controlled and rigid restric- 
tions are placed upon the business which they 
could transact. They are generally not allowed 
to invest their funds in anything but self- liquidating 
credits. Their work is national rather than mere 
concern of profit-making for tfieir shareholders. It 
is further monopolistic. For these reasons they 
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are incorporated under special acts of legislature 
receiving special clmiters and not under ordinary 
laws governii^ corporate banldng. The charters 
are at first fixed for certain periods and then re- 
newed periodically with any changes that may be 
warranted by circumstances or past history, in the 
national interests, fjegal responsibilities are often 
placed upon these Central Banks to give special 
assistance to any particular types of banks and 
in general to look to the banking development 
in the pubUc interests. As these banks are owned, 
managed, directed and controlled by their own 
nationals, even if there were no legal obligations, 
they would always have the broad national out- 
look and foster and guide their credit institutions 
so as to make them most servi(jeable to their coun- 
try’s economic needs. Bccsause of the great im- 
portance of the banks of issue to the body politic the 
States exercise some cojitrol on their governance. 
The States also partake in their pmfits chiefly 
because their business is of the nature of a monopoly. 
Sometimes special tax is levied on the amount of 
notes issued. 

Capital of the Central Bank is generally 
subscribed by private individuals, the voting power 
being vested in the people of the country only. 
In some cases, however, part of the Capital is sub- 
scribed by the State or the State is solely respons- 
ible for the working and obligations of its bank 
of issue. The Swiss National Bank is an important 
example of the former where -ths of the capital 
is subscribed by the Cantons, gth by the old 
banks of issues, and fths by the public — only Swiss 
citizens and corpomitions domiciled in Switzerland 
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arc pennittcd to be shareholders. Of the latter, the 
Commouwealth Bank of Australia is a notable 
recent example. The bank has no share capital 
but all its obligations arc guaranteed by the Austra- 
lian Government. There is no board of directors. 
The profits of the bank are accumulated into two 
equal reserves : the Bank Reserve Fund and the 
Redemption Fund. It is satisfactory to note that 
the sound working of “ this State Bank has enabled 
it to safely survive the criticism levelled against 
it, as a State Bank, at its formation in 1913. The 
bank has not only been a steading influence to 
the Australian Financial and Banking position, but 
has given added stability to tlie banks in the Com- 
monwealth and has certainly strengthened tlx; 
Commonwealth’s position.” 

In view of the great importance of the subjeti 
whether the bank of issue should be owned by 
the State or be a private corporation it would be 
worth while to examine this question. All the 
important banks of issue arc piivately owned but 
imder strict supervision of the State and majority 
of bankers think this arrangement to l)e ideal. 
They say that Currency functiions are very deliwite 
and should be kept clear of political and State 
domination which may vitiate its working in the 
political interests. Moreover, State or bureaucratic 
machinery is full of red-tapism and it cannot be 
sensitively responsive to monetary vibrations. The 
working of a State bank would be disturbed and 
influenced now in one direction, .now in anot.her, 
according as one political party or another is in 
power. The private bank of' issue would only 
look to the national interests as ^ whole, the State 
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supervision curbing any tendency towards profit 
making at the cost of sound principles. It would 
be better able to ration credit to different 
ecionomic pursuits tlian the State bank which would 
always favour leanings of the political party in 
power. Again in the case of private banks of issue 
penalties or penalty taxes are .prescribed which 
ac-t as deterrent against excessive issue, beyond 
the limits or without minimum reseiwes, which 
are absolutely lacking or meaningless in the case 
of State banks. What guarantee is there that 
a State bank would not step beyond the line of 
safety and endanger stability of its Currency ? 
Moreover the factor of private capital acts as a 
check on improper grant of credit. Any 
loss due to negligent advances would affect the 
shareholders’ profits and in serious cases even 
their capital. The directors elected by the capital 
holders would always sec, that their capital and 
profits are not jeopardised by the violation of sound 
principles of cer\tral banking. This personal risk 
is a great safeguard. In the case of a State bank 
such pei'sonal and individual interests do not exist 
and there is danger of favouritism and irresponsibil- 
ity influencing its working. 

“ A well-managed bank of issue has to fulfil 
a sharply defined task and it is, therefore, of the 
utmost necessity that a bank of issue should be 
entirely free from an influence from any side what- 
soever driving it in its management in one direction 
or another. Party pohtics should be entirely 
foreign to its management. A State bank, how- 
ever, unavoidably comeg under the influence of 
a ruling Government based on the constitution 
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of political parties. Whereas such political Govern- 
ments generally succeed one another at relatively 
short intervals, a State bank will thus unavoidably 
come under the influence now of one party and 
then again of another ; and it would seem unavoid- 
able that this will influence perniciously the manage- 
ment of the bank of issue. It will no longer apply 
the strict rules of economy, but an incKnation 
first in one direction and then in another will mark 
its business conduct. It can in this way be dragged 
into foreign political afbirs, even as Bismarck 
with his iron will dragged the “ Reichsbank ” into 
hostile action against Russia. This was possible 
for Bismarck as Imperial Chancellor, because in that 
capacity he was virtually the Chairman of the 
Reichsbank and the bank was at that time not 
sufficiently safeguarded against interference with 
its business by the Government.” 

” The dangers attending the establishing of a 
State bank have during the course of time been 
so universally admitted that at all the great inter- 
national economic conferences held during the 
past six years warnings have been sounded against 
a State bank and it was recommended that in 
countries where a State bank was established it 
should be converted into an independent private 
bank, naturally, however, under sufficient super- 
vision by the State.” 

These are extracts from “ Reports ” issued 
in 1925 by eminent banker, Dr. G. Visering, Pre- 
sident of the Netherlands Bank upon certain 
aspects of South African Banking and Currency 
and are entitled to great ’respect. Specially 
in a country like India where there are so many 
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castes and creeds and communal interests very 
often cksh, it would be inadvisable to think of a 
State bank. The passing of Money Lenders’ Bill 
by the Punjab Legislative Council shows how safe 
economic principals and even legal obligations 
are likely to be thrown over-board by the sheer 
force of numbers of the nmjority party. It is 
true that the experiment of a State bank has suc- 
ceeded in Australia but the conditions there are 
singular — ^the Australian Government is largely in- 
terested in trade matters. But even then fears 
are not completely allayed that the State proprie- 
torship would not militate against the best prin- 
ciples of central banking. Moreover the officialism 
in India is extremely slow and sometimes even 
irresponsible. Again of late there is a tendency 
to distribute Government appointments amongst 
various communities without sufficient regard for 
the efficiency of service. Tliis principle has been 
even extended to schools and colleges where ad- 
missions iire controlled on communal basis. Also 
recruitment to professional services like those of 
a doctor, surgeon, and so on, where in many cases 
human life depends upon the skill and expericiiicc 
of the medical man, are not exempt from tlici 
application of this pernicious principle. If tin*, 
management of a Central Bank were to be carried 
on these basis there would be no wonder if credit 
begap to be distributed on communal lines instead 
of according to the necessities and importance of 
different economic activities. Such a course is 
sure to lead to currency confusion and defeat the 
very objec't of the ' bank of issue. Thus taking 
all things into consideration it would be most un- 
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desirable to entrust the functions of a bank of 
issue to the official class in this country. 

It may also be mentioned that generally there 
exists only a single bank of issue in each country. 
There are, however,, a few remnants of old banks 
with powers to issue notes, that exist side by side 
with the bank o^ issue in some countries. But 
the limits upto which they could issue notes are 
small and their importance in the money market 
is not much. It has been definitely recognised 
that plurality of note issue is extremely imdesirable 
as it leads to diverse money rates, diffusion of gold 
reserves, different degrees of popularity and worth 
to the notes of different banks, which is specially 
observable in moments of panic, want of strong 
centrahsecl force in times of emergency and similar 
disadvantages and disabilities. The greatest proof 
and argument of practical value and importance, 
in favour of a “ singular ” note issuing institution 
is the decision recorded in Switzerland in 1905 by a 
popular referendum, to concentrate note issue in one 
central institution. Before that date the Cantonal 
banks in Switzerland had powers to issue notes, 
which were naturally against withdrawal of this 
privilege. Even after the result of the popular 
referendum there was considerable opposition by 
some portion of the public and Cantonal banks, 
but as the opposition could not gather 30,000 signa- 
tures necessary to admit of reconsideration the pro- 
position became absolute on the 9th January, 1906. 

Up till lately Italy had three banks of issue : 
Banca d’ Italia, Banco d’ Napoli and Banco d’ 
Sicilia, the first one being the most important. 
Last year that country adopted a new banking 
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law, which lias, for the first time since the unifica- 
tion of Italy assigned the exc usive privilege of the 
issue of bank notes to one bank — ^the Banca d’ 
Italia. The other two banks have lost this right 
which they held since 1861. They are now nothing 
more than ordinary credit banks with certain 
temporaiy privileges for certain special operations, 
«. g'. discount limits, rates of interest, &c., to com- 
pensate them for the loss of powers of note-issue 
which had been granted up to 31st December, 1930. 
The Italian currency reform is an additional and 
most recent proof in favour of the “ singular ” note- 
issue. 

All the banks of issue excepting the Bank of 
England accept foreign bills in their portfolios and 
reckon them in their note reserves. “ The main- 
tenance of a foreign portfolio is also a means for a 
bank of issue to protect its own gold supply against 
sudden drawngs. The foreign poitfoho can, there- 
fore, serve as a buffer or as a kind of regulator to 
protect the bullion supply of the country and also 
to prevent serious changes in the amount of the 
circulation of money.” The Bank of England’s 
Currency is inekstic in the real sense. It is required 
to have actual gold against the notes issued beyond 
a certain figure. And although it can increase 
the volume of Currency to any limit by having 
corresponding increase in the amount of gold back- 
ing, •such increase resembles elongation rather than 
elasticity. The system is both rigid and costly. 
Even some English bankers have realised this 
defec-t. Lord Swaything in his interview before the 
United States Mon^ ary. Commission of 1908 said, 
“ I am in favour o| the Banlc of England’s utilising 
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a portion of its banking assets in foreign bills which 

is profitable as well as strengthens the exchange 

I have been telling Bank of England why 

not imitate Germany, Italy, and Austria and hold 
a portfolio of foreign bills. In times of depreciating 
exchange sale of foreign bills brings greater profit 
and helps to re,habi]itate exchange.” But the 
system has been allowe(i to <ontinue because of 
tlie innate conservatism of Englishmen. More- 
over, London is more of an international monetary 
centre than belonging to one country and the defect 
is not so apparent but rather eclipsed by her world- 
wide financial importance. The question has been 
publicly examined more than once but the investi- 
gating bodies have thought it inadvisable to re- 
commend a change chiefly on the groimd that it 
might threaten London’s supremacy in the financial 
world. The Cimliff Committee in its interim 
report on Currency and Foreign exchanges after 
the War (1924), renurked; “In view of the compari- 
son with the systems prevailing in foreign countries 
which have been put forward by various witnesses, 
we would point that these countries have not in 
practice maintained the absolutely free gold market, 
which this country, by reason of its position in 
international finance, is bound to do. It has, 
therefore, been open to them to have recourse to 
devices to steady the rate of discount which, even 
if successful for this purpose, it would be inexpe- 
dient and dangerous for us to attempt.” But has 
not the Bank of England requisitioned spe.cial 
protection in times of special need and the same 
sanctioned in the public^ interest ? Recourse to 
expediency in exceptionally critical periods is no 
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argument against the otherwise everyday soimdness 
of the system. But be it as it may in the case of 
Engknd, it is quite evident that for a country like 
India, which is in its infancy economically and 
would take long before it can aspire to occupy a 
prominent placic in the international finance, the 
mode] of Bank of England is extfcmely unsuited. 

Next in point of importance come the com- 
mercial banks, industrial banks, and the remaining 
types. All the banks, however, are independent 
of each other and of the central bank. '^Hiere is 
no official connection between the various parts 
of the system but all the same there exists a cohesion, 
a sort of unrecognised but none the less strong con- 
nection. All the important banks keep them 
surplus cash and accounts with the central bank, 
make large mutual transfers through it, often 
conduct clearing business at its offices, make pro- 
visions for emergency requirements with it and 
so on. The main source of investments of the 
banks of issue is to discount trade bills. Other 
banks also rediscount their bills with this bank 
whenever they requii’e tidditional funds and spfxji- 
ally in times of crisis. The banks of issue are thus 
the final source where currency is obtained against 
discounts and rediscounts. The tests which they 
establish as to which kind of paper could be accepted 
for discounting are consequently acknowledged, 
recognised and insisted upon by other banks also ; 
they would naturally like to have that kind of 
paper in their portfolios which they could make 
use of in times of emergency and get rediscounted 
with the bank of issue. The bank of issue thus to an 
extent puts commercial practices on a uniform basis. 
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One of the conditions of creation of currency 
on the part of the central banks is to maintain 
a certain proportion of gold. This is, of course, to 
keep up the international value of their currency. 
As long as this condition is satisfied the banks of 
issue can generally go on accepting bills and issuing 
currency against .them. It is, of course, left to 
them to fix limits up to which they can accept 
bilb from any one individual, firm or bank. And 
also they are the sole authority to determine the 
rates at which they would discount bilb. When- 
ever they find volume of currency tending to increase 
beyond the requisite level or great demands are 
made upon their gold reserves, due usually to ad- 
verse balance of foreign trade, which threaten the 
stability of their monetary units, they put up the 
rate of discoimt. This curbs the midesiied trade 
activity and reduces demand for money. Other 
banks follow lead and put up their rates accord ngly. 
When rates of interest for advances are put up by 
banks the rates of interest on deposits are also 
proportionately increased. This increase in de- 
posit rates induces people to put their smplus 
money in banks and abo restricts heir withdrawab. 
The foreign creditors abo postpone the enforce- 
ment of their claims and let their money remain 
to earn higher interest. Further, fresh foreign 
money is abo attracted by the higher rate of in- 
terest. Dearness of money lowers prices of local 
commodities which gives impetus to exports and 
reduces imports. All these factors act to egse 
the situation with the result that in coiu’se of time 
tightness for money becomes less and less and 
the market tends to assume its normal level. Volume 
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of currency and trade requirements are thus ad- 
justed. As soon as demand for money has slack- 
ened and the cash balances with the bank of issue 
begin to increase, the rate of discount is lowered. 
This is followed by other banks and the general 
rate of interest in the market falls proportionately. 

Thus the central banka exercise great influence 
over their respective entire banking systems which 
always acknowledge their allegiance to their superior 
strength. 

There is some similarity between the transac- 
tions of the bank of issue and a commercial bank, 
e.g., both of them accept current deposits, advance 
on bills and extend short term credits. But there is 
fundamental diflcrence l)etween the objects with 
which they do such business. “The commercial 
bank finds the centre of gravity of its business on the 
debit side of its balance sheet, under its assets ; it 
is a trading company established for the pur|)Ose 
of making profits for its shareholders ; within 
reasonable limits of caution it must alwavs be its 
object continually to extend its operations by in- 
creased business and therefore to give more credit 
in the form of discounting bills, granting advances, 
with or without security, and looking out investments 
of money at its disposal or for account of others. 
It would try to extend its working capital by 
attracting moneys of thirtl parties in the form of 
deqxjsits, and with this object in view to pay interest 
on those deposits.” 

- “ The real business of the bank of issue is, on 
the contrary, to be found on the credit side of the 
account, under its liabilities. It has always to 
carry out its business in the direction of the public 
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interest ; therefore, it should never extend its note 
circulation for its own interests ; nor should it ever 
hold out the prospect of interest on the moneys which 
are entrusted to it. It obtains those moneys from 
the country because its acknowledgements of debt 
in the form of notes and demand balaiices must 
perform the function of ctirrency and are accepted as 
such by the public.” 

Thus the commercial bank always takes up an 
active position Avhereas the bank of issue assumes 
a passive one, as regards the attraction of funds from 
the community with the object of extending busi- 
ness. There is really speaking no competition. In 
spite of this, however, there is complaint in some 
quarters that the bank of issue should not freely 
accept business from the public but give cheaj) 

facilities to banks alone. This is against the veiy 
first principles of a sound bank of issue. One of 
the chief functions of the bank of issue is to check 
by its existence, the price of credit from l)ecoming 
unduly cheap or excessively dear, and to sec that 
credit is properly lationed by banks as a whole. 
And this it cannot do, if its doors wei’e not open to 
all the applicants for credit. It ” enters the sphere 
of banking from totally different motives than to 
make a profit from it ; it does it becausi; and in 
so far as it is its public duty.” Its i-ate of discount 
is usually higher than that of the commeixial banks 
and it gives no interest on deposits. How can it 
then be said that a responsible and properly con- 
stituted bank of issue competes with other bankel^ ? 
It has been in fact fully realised in all the large 
money centres in Europe and in the United States 
by all, including the banks .themselves, that the 
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Central Bank has to perfom a much higher task, 
and in addition care for the public interest, and 
even for the I'eal interests of the commercial banks. 
“ It gives commercial banks great confidence to 
know that there is next to them a powerful central 
institution which is always watching the solvency 
of other banks.” • 

The above is the general description of central 
banking in Europe. There are, however, variations 
here and there to suit local requirements. Where- 
ever a country finds its banking system as a whole 
has some weak spots in its armour it jirovides 
special safeguards, and throws additional respon- 
sibilities on its central bank to strengthen the weak 
links ; or again in extraordinary times the usual 
laws are relaxed and s|xxiial measures of co-operation 
and assistance are introduced. But these are ex- 
ception to the every-day working of the general 
system. And it is safe to say that the European 
system on the whole has Avell stotnl the test of time. 

'Uo complete the descrription of the European 
banking system a few yjoints remain to be mentioned. 
'^Phey are : — 

(i) In almost every'^ country there is provi- 
sion usually by a special law, for the 
formation of the remaining types of 
banks, e.g., agricultural, land mortgage, 
savings and so on, which specialise 
in their special spheres of credit. The 
central bank is usually charged with the 
' responsibility of giving them adequate 
assistance and facilities. It is unneces- 
sary to enter into further details concOTi- 
ing them el; this stage. We shall have 
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occasion to refer to them later when 
dealing with their organisation in this 
comitry. 

(ii) The movement towards bank amalgama- 
tions during recent yearn : In almost 
every countiy in Europe commercial 
banking has come to be concentrated in 
the hands of a few banks. Their busi- 
ness is large, and they between them- 
selves carry on more than 75 j)cr cent, 
of the banking transactions. In England 
the “ big five ” pr'aetically constitute the 
joint-stock banking. In Eermany the 
“ D ” banks hold the same ])osition. 
This state of affairs has both advantages 
and disadvantages. Because of their 
vast individual business each of the 
banks can handle any big banking 
projKxsition. Also overhead expanses of 
management tend to lesson. The dis- 
advantage lies in the fact that credit 
gets concentrated in the hands of a 
few, who may consequently got more 
powerful than it is desirable for society 
to permit or tolerate. The continued 
bank amalgamations in England between 
1917-1919, when scarcely a month passed 
without the newspapers recording the 
merging of one large bank into another, 
caused a certain . amount of concern in 
various directions, doubts being expressed 
as to its being to tj?e public advantage, 
which led to 'the appointment of a 
Treasury Comrnittee in 1918 to investigate 
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the matter. The Committee recom- 
mended that the approval both of the 
Treasury and of the Board of Trade should 
be obtained before any amalgamations 
were announced and carried into effect. 
The Government made it absolutely 
clear that further amalgamations between 
the “ big five ” would not be viewed with 
favom'. And although there is no 
written law still further bank amalgama- 
tions are first refen'ed to the Treasury 
and IBoard of Trade for permission and 
their decision is respected and followed. 

(Hi) The branch banking has considerably 
progressed. All the big commercial banks 
have lumdreds of branches. In fact thi.s 
is a necessarj' corollary to the decrease 
in the number of banks. I’lie chief 
advantage of the branch system is that 
surplus funds of one locality can be 
profitably utilised at others where there 
may bo demand for money. Thus inertia 
of funds is avoided and utmost 
credit use is made of deposits. The 
complaints against the branch system are 
that the places away from the centre 
or .Head Office do not receive adequate 
consideration in the matters of financial 
requirement and also the personal touch 
between the branch clientele and the 
top management is lacking. 

FEDERAL RESERVE SYSTEM OF U.S.A. 

The Federal Reserve System is based on the 
principle of federatioh which implies a union of 
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fcwo or more components under a central body for 
certain permanent common objects. In the most 
perfect form of federation the composing units agree 
to delegate to the supreme federal body certain 
powers or func-tions inherent in themselves for the 
better regulation of their common activities. Tiro 
residue of powers, after what has been allotted to 
the central body, is enjoyed and utilised by them 
unimpaired. Thus federated organisations arc sub- 
jected to two sets of laws, one the laws of the 
wmposing organisation itself and the other the 
laws of the central organisation. 

To appreciate sufficiently the importanric and 
usefulness of this new international experiment in 
banking it would be better if we give some account 
of the history of banking in the United States and 
the circumstances which led to the introduction of 
this legislation. Owing to the limited space at our 
disposal it would be only possible to give a very 
brief account of bank reformation in that ever 
progressive land, but w^e should strongly recommend 
anxious students to go through books specially 
dealing with the subject, particularly “ the Tragedy 
and Komance of banking in America,” which fully 
describes the vicissitudes through which American 
banking has passed ; and how in spite of colossal 
bank failures and banking crises not only depriving 
banks of requisite public confidence, but shaking 
them to their very foundation, the country has 
through the legal help, safeguards and intervention 
of its Government (which has from its very cparly 
days regarded it amongst its principal duties to 
promote foundation and growth of its credit insti- 
tutions on sound basis), evolyechand bxiilt up bank- 
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ing organisation which has successfully stood the 
test of time. 

Banking in America as in every other country 
came to be developed to satisfy credit needs of 
growing commercial activities and/or the Govern- 
ment financial requirements. And as in most new 
countries, it had to pass through many crude ex- 
periments. Owing to the undeveloped state of the 
country there was often great demand for credit 
and/or currency, much more than could be legiti- 
mately satisfied by the amount of available specie, 
and there was great temptation for the banks to create 
them without adequate reserves. This was further 
easy of accomplishment because almost all the 
first banks had right to issue notes, which as already 
said elsewhere was regarded integral part of early 
banking. The creation of excessive credit coupled 
with inexperience and speculative transactions used 
to lead to the inevitable result of banking collapse 
and business prostration. This unhealthy state of 
affairs obliged the American states to introduce 
legislation to control bank incorporation and bank 
working. All the states, of course, did not enact 
their banking laws at the same time nor were they 
uniform. Thus came into existence what are up to 
the present day called state banks. Some of the 
states authorised issue of notes against the state 
bonds. Again others insisted that the note issuing 
bahks should keep redemption fund at a certain 
principal bank in the state from which the respective 
not(Sis were redeemed and sent home for collection. 
In New York which was becoming the chief Commer- 
cial State of the Union, ■ “ Safety Fund System,” 
was inaugurated im 1829 which provided that each 
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bank should contribute towards a fund to meet the 
deficit of any contributing bank which might fail 
with assets insufficient to meet its liabilities. The 
fund was, however, exhausted by important bank 
failures, which occiuTed between 1837 and 1857. In 
some states (Indiana and Ohio) the right of note 
issue was exclusiwly conferred on only one bank, 
as in the case of central banks in Europe. 

The notes of state banks were generally not 
legal tender even in their respective states. Volume 
and velocity of circulation of any particular notes 
depended upon the reputation and confidence which 
the bank enjoyed in the public. The inconvenience 
occasioned by the state system of note issue was 
specially noticed when the notes passed from one 
state to another, as naturally they could not freely 
circulate in a foreign state owing to the difficulty 
of ascertaining the responsibility and respectability 
of their issuers. It was tliis defect which Mr. Chase, 
Secretary of the Federal Government’s treasury, 
wanted to principally take advantage of, when 
trying to satisfy the government financial necessities 
in the civil war in 1863, by the creation of the 
national bankii^ system. He practically created a 
compulsory market for the government bonds, which 
it was extremely difficult to issue at favourable rates 
previously, by offering special privileges to banks 
organised under Federal Charters, which would 
issue circulating notes throughout the whole union, 
only when secured by the deposit of government 
bonds. Further every national bank was requited 
to invest |rd of its capital in bonds. The grant of 
special privileges to the national banks, however, 
did not bring the system mto» pjominence as some 
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of the state banks had by that time assumed a very 
strong position. The Central Government had 
thereupon to impose a tax of 10 per cent, upon the 
notes in circulation of the state banks. This drove 
them out from the note issuing business and some 
were converted into national banks, while others 
continued simple commercial banking under the 
state laws without the privilege of note issue. 

The national banking grew in importance and 
popularity as time passed. On the one hand there 
was inducement of getting “ double interest " * on 
notes issued, which brought requisite capital for 
such enterprises and on the other there was a uni- 
form system of bank law for the whole union, regula- 
ting incorporation, capital, reserves, examination and 
other important matters, and certainty of note 
redemption by the central treasury, which procured 
public confidence — both factors giving necessary 
momentum to the whole system. To-day the national 
banks form the most important group of banks in 
the United States, predominantly holding commer- 
cial banking assets, the other two types, viz.. State 
Banks and Trust Companies giving special attention 
to the investment institutions of the nation. At 
the end of 1920 although there were only 8,000 
national banks as against a total of 30,000 of national, 
state, savings, private banks, loan and trust com- 
mnies, still the business of the former was nearly 
45 per cent, of the total, paid-up capital and 
deposits being 1,248 and 16,752 million dollars 
respectively as against the totals of 2,702 and 37,683 
million dollars. 

♦ By issuing notes against bonds bank.^' gain interest on bonds 
as well as on the nso of money onated against their lodgement. 
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A class of financial institutions known as 
Trust Companies has grown along with the state 
and national banks in America. They are consti- 
tuted under state laws to accomplish financial 
objects not specially provided for originally under 
the national banking system. “ The fimction whiiih 
gives a trust company its name is to execute trusts 
for individuals, estates and corporations.” In the 
United States, how'ever, these functions have been 
extended to include many of those of commenaal 
banks, e.g., receiving dejxtsits payable on demand 
and subject to check or on notice, advancing against 
stock exchange securities, buying O/ommercial paper, 
etc. It is unnecessary for the purpose of this book 
to describe in detail the trustee and agency business 
of trust companies, or to show how on account of 
their corporate and continuous existence and other 
advantages they are more useful than individuals 
to discharge such functions. Likewise wo pxss over 
the circumstances, e.g., Ie,s3 restrictive nature of trust 
company law.s tlian either of tliose which governed 
the operations of national and state banks, which 
enabled several trust companies to develop their 
banking business so extensively and successfully 
that their preliminary or nominal purposes are largely 
secondary. The national and state banks have felt 
the competition of Trust Companies keenly in 
banking matters and to-day all the three form 
important component parts of commercial banking 
in the United States. 

Laws governing state and national banks* and 
Trust Companies have been amended from time to 
time and it is beyond the scope of this book to 
minutely go through ajl such* changes. We shall 
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briefly give account of the exiting laws little later. 
To pursue the subject of banking development in 
America, we find that although the institution of 
national banks was a step in the right direction 
and created unification of banking methods it was 
incapable to withstand stress of panics and crises, 
because there was no provision for emergency 
measures or emergency currency. The national 
banks had power to obtain circukting notes against 
the deposit of Government bonds but as this 
amount was limited, it did not give necessary relief 
when such was needed. Thus we had serious bank 
crises in the years 1893 and 1907. Some relief 
measures were introduced after the crisis of 1893 
but they did not go far. After the panic of 1907 
the so-called Aldrich-Vrceland Act (May 30, 1908) 
was adopted which made provision for the organisa- 
tion of “ national currency associations,” which were 
to be allowed to issue notes against commercial 
paper or other securities deposited by constituent 
banks with the association in question. This plan, 
however, did not come in operation as the difficulties 
resulting from the panic had been greatly overcome 
before the Act was passed. Contemporaneously with 
the above act National Monetary Commission (1908) 
was appointed to investigate banking and currency 
problems. Tliis commission did most wonderful 
work, travelled through all the important countries 
and critically examined their currency and banking 
systems, taking statements, views, and evidence of 
economists, bank officers and bankers. After a 
number of years of investigation, the commission 
issued a report of fifty volumes. It contains detailed 
description of the various banking systems prevalent 
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in America and Europe and views of eminent autho- 
rities as to how far they supplied their banking 
needs. It is the most valuable contribution to the 
banking and currency literature. The reform, which 
was recommended for adoption, contemplated crea- 
tion of a central banking organisation with branches. 
The plan retained the fimdamental concept of an 
emergency ciirrency, but the proposed institution 
was not equipped with the ordinary powers, duties 
and responsibilities which had been found necessary 
in central banking experience elsewhere. The bill 
incorporating recommendations of the N. M. Commis- 
sion, ordinarily described as the Aldrich bill, how- 
ever, did not materialise as the Republican party 
under whose auspices it had been developed was 
defeated in November 1912. The Democratic party 
which came into power undertook the responsibihty 
of bank reformation and it produced a measure 
which afterwards came to be knowir as the Federal 
Reserve Act, The Act was passed on December 23, 
1913, i.e., practically within a year of the coming 
into power of the party and the Federal Reserve 
system actually came into existence by November 
16, 1914. Because the bill was lather hastily con- 
structed and quickly completed, apprehensioiis were 
raised in many quarters as to its praeticabihty and 
value. National banks which were compulsorily 
required to be members of their territorial Federal 
Reserve banks were wavering for a long time whether 
to accept the membership and governance of the law 
or dissolve themselves and reincorporate under the 
state laws. Other banks also opposed the measure 
bacause they feared that^reat changes and innova- 
tions would result in busipesg from the system. 
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These fears gradually became less and less and the 
national banks finally unanimously decided to take 
stock in the new Federal Keserve banks. The state 
banks and Trust Companies followed suit and al- 
though membership was not compulsory in their 
case, many of them elected to join the system 
because of the strength and solidarity which they 
derived from such strong connection. The subse- 
cpxent working has fuUy demonstrated the sterling 
solidness of the system and the imaginary nature 
of original anxiety. And although various amend- 
ments have been made to the Act from time to time 
the general purpose of the system continues to be 
the same. An American author has rightly said, 
“ Next to the Declaration of Independence and the 
constitution of the United States, the Federal Reserve 
Act, signed by President Wilson on December 23, 
1913, may be the most impoitant measure ever 
placed before the people of those States.” 

We have explained at the beginning of this 
section the principle of federation upon which the 
Federal Reserve system is based. Coming now to 
the act itself we find that it purposes to separate the 
central banking functions of the past from the 
practical bank operation, the latter being carried 
on through district reserve banks under the general 
directions of a board vested with the central banking 
functions of the past. This is brought about by the 
creation of a number of central institutions called 
the Reserve banks, each bdng allotted certain fixed 
territory. The whole country has been divided into 
12 reserve districts and consequently there are 12 
Reserve banks. Bach di^rict had in 1914 on an 
average, population 7‘4 millions, over 260,000 
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square miles and 650 member banks. The capital 
of a reserve bank is compulsorily contributed by 
the national banks doing business within its territory 
in the proportion of 6 per cent, of their capital and 
surplus, half of which is to be paid up at the time 
of membership and the remainder remains uncalled 
liability. The staje banks and Trust Companies 
are permitted to be members on the same terms 
as the national banks. No Federal Reseiwe bank 
can commence business unless its {)aid-up capital 
is at least $4,000,000. An essential and fimda- 
mental rec[uirement of the Act is the compulsory 
transfer of cash reserves of the member banks 
to their respective Federal Re.s(>rv(' banks {See. 
National Banks). Out of the 18 per cent, cash 
Reserve required in respect of demand deposits and 
o per cent, in case of time deposits in the Central 
reserve cities, 0/18ths is to be kei)t in the vaults of 
members banks, 7 /] 8ths in the Federal Reserve bank 
and the balance, i.e., 5/18tbs in the vaults or Federal 
Reserve bank at the option of the member banks. 
Of course, there is no object on to the m( mber banks 
keeping any deposits with the Reserve bank. 

The management of each Federal Reserve bank 
is through a boaKl of diiectors consisting of nine 
jjersons three of whom are appointed by the Federal 
Reserve Board (explained later) and six are elected 
by the member banks voting in three separate groups 
according to the size of their capital. Out of the 
latter six directors, three represent the banks, and 
the remaining three consist of persons who at the time 
of their election are actually engaged in commerce, 
agriculture or some other industrial pursuit. 
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The reserve banks are jiermitted to open 
branches so as to be fully serviceable to the whole 
of their respective territories and not confine their in- 
fluence in the main to the locality of their habitation. 

The capital of a reserve bank is only entitled 
to 6 per cent, armual cumulative dividend, and one 
half of its net earnings may be paid into a surplus 
fund until it amounts to 40 per cent, of its paid-up 
capital. All net earnings over and above this 
dividend and surplus are paid to the United States 
as a franchise tax. The U. S. A. Tieasury has been 
receiving large sums every year from this source. 

The board of director of a reserve bank has to 
work under the final supervision of Federal Reserve 
Board which is practically the ultimate banking 
authority in the U. S. A. This board consists of 
seven persons ; Secretary of the Treasury and Comp- 
troller of the Currency, as ex-officio members and 
five other members appointed by the President of 
the U. S. A. by and with the consent of the senate. 
Not more than one member of the board can come 
from a single reserve district. At least two of the 
presidential appointees must have had banking or 
financial experience, but no member of the board 
may be an officer, director or stock-holder of any 
bank. The term of office of the members is ten 
years but a vacancy occurs every two years by rota- 
tion. The board is assisted by a body known as 
the Federal Advisory Committee of 12 members, 
each Federal Reserve bank nominating one member. 
As'' the name implies the functions of this council 
are merely advisory with regard to all matters 
connected with banking,re. 5 r., discount rates, reserve 
conditions, open market powers, etc., and although 
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the Board is not bound to accept its advice, it always 
gives best consideration to its opinions. This Council 
meets once in every quarter. 

The Federal Reserve Board is an unusually 
powerful supervising and regulating body. It has 
general powers to supervise and examine the 
accounts, books and affairs of each Federal Reserve 
bank and of each member bank and to require such 
statements and reports as it may deem necessary ; 
it may suspend or remove, for cause, any director 
or officer of the Federal Reserve banks ; it may sus- 
j)end the operation of any Federal Reserve bank 
and liquidate or reorganise such bank ; it defines 
the paper which may be rediscounted by Federal 
Reserve banks ; it has power to review and deter- 
mine the rates of discount established from time to 
time by the Federal Reserve banks for the discount 
of commercial paper offered by the member banks ; 
it has jK)wer to permit, or on the vote of at least 
five members to require Federal Reserve banks to 
rediscount the discounted pa[)er of other reserve 
banks at rates of interest determined by it ; it 
regulates the issue and retirement of Federal Reserve 
notes ; it regulates the open market powers of the 
Federal Restirve banks ; it has powers to suspend 
every reserve requirement of the act if it deems 
such a course newssary; and it has many other 
powers which give it final and effective control 
over the whole banking system. In short it carries 
on those functions which Central Banks perfonn 
in the regulation of money market and in the eo- 
ordination of financial activities, possessing examining 
and inspecting powers aird ,auth6rity to bring about 
any changes that such examination may reveal, 
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The Federal Reserve banks are independent of 
each other. They may, however, with the per- 
mission of the Federal Reserve Board rediscount 
between themselves their discoxmted paper at rates 
fixed by the board. Whenever necessary they can 
be compelled to extend rediscounting facilities to 
any Federal Reserve banks by the affirmative vote of 
at least five members of the Federal Reserve Board. 
Banking items between the various Federal Reserve 
banks are settled through a clearing house. 

The functions, powcis and responsibilities of 
the Federal Reserve banks are briefly as under : — 

(i) To keep accounts of member banks and 

of the Gk)vemment. They are required 
to maintain a reserve of 36 per cent, 
against such deposits. 

(ii) To extend rediscounting facilities to the 

member banks at the rate of discount 
fixed by the Federal Reserve Board and 
upto the limits that may be decided by 
the board of directors. This facility is 
only limited to notes, drafts and bills of 
exchange arising out of actual commercial 
transactions, having a maturity of not over 
90 days, although a limited amount of 
live-stock paper may have a maturity 
not exceeding six months. Loans se- 
cured by inv^tment security cannot be 
rediscounted. The spirit of the Act 
forbids loans for carrying goods in storage 
' for a higher price and confines them to 

paper based on goods actually sold. This 
restriction fuirther curbs speculation on 
the Stock, Exchange by withholding re- 
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discounting facilities from bills drawn in 
respect of such transactions. 

(Hi) To buy and sell bonds and notes of 
the United States, any state, district or 
municipality in the States, issued in 
anticipation of the forthcoming revenues 
but having matraity of not more than 
six months. 

{ii) To do open market basiness like bujang 
and selling cable transfers, bankers’ 
acceptances, commercial bills under rules 
prescribed by the Federal Reserve Board, 
etc. This is a valuable provision as in the 
first place it avoids uneconomic idleness 
of funds whenever demand for credit on 
the part of member banks decreases and 
in the second place it curbs the tendency 
on their part to unduly raise the cost of 
credit or to distribute it improperly. 

(v) To issue currency notes. They can 
issue two kinds of notes. First like the 
national banks against certain types of 
bonds which carry note-issuing privilege 
— in fact they can be compelled to pur- 
chase bonds deposited by the national 
banks with the Currency Department 
and against which notes have been 
issued. If the reserve banks want they 
can redeposit them and issue notes against 
them ; or with certain limitations thev 
can get them converted into other bonds 
bearing higher rate of interest but w^ith- 
out the privilege of note-issue. The 
difierence between t^e . national and 
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Federal Reserve bank notes, issued against 
bonds, is that in the former case the 
amount issued is limited to the capital 
of the bank whereas no such limitation 
is prescribed in the case of Federal Reserve 
banks. The other type of notes which 
the banks can issue are the Federal 
Reserve notes against lodgment of re- 
discounted paper or other collateial like 
gold or gold certificates. They are re- 
quired to maintain a reserve of 40 per 
cent, against such notes in actual circula- 
tion. The rediscounted paper or other 
collateral is deposited with the Federal 
Reserve Agent (Chairman of the Board 
of Directors nominated by the Federal 
Reserve Board from amongst its three 
appointees on the Board), who has further 
power to admit or reject any paper accord- 
ing to hi s discretion and issue notes against 
the paper finally passed and accepted. 
These notes, called the Ftnleral Reserve 
notes, are obligations of the United States 
Government and legal tender for all 
purposes. Out of the reserve of 40 per 
cent., the banks are to maintain a fund 
of not less than 5 per cent, with the 
Treasury for the redemption of notes. 
The Treasury cannot deposit this gold 
redemption fund with the Reserve banks 
like the ordinary funds of the Government. 
The notes are redeemable in gold at the 
Treasury department in Washington and 
at every, Federal Reserve bank. 
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The note-issuing powers give the necessary 
elasticity to the American Cuixency as well as 
provide for emergency measures. By }K)rmitting 
rediscount facilities only in the case of commercial 
paper of not more than three months, expansion of 
currency is permitted against real economic needs 
which automatically contract when the periodical 
demands are satisfied. 

(vi) To work as supervisory body with 

examining and inspecting powT^rs over its 
member banlis. 

(vii) To work as clearing house and collect- 

ing agent for the menibor banks. Tf a 
member bank lias certain items to collect 
all that it has to do is to send them to 
its reserve bank where they are cleared 
along with the items drawn upon it 
submitted by other banlis. Through the 
medium of the reserve bank the member 
banks can even clear items payable by 
banlcs in other distxicts — because all the 
reserve banks clear their items through a 
Central Clearing House at Washington. 
This restricts the circulation of actual 
legal tender currency and enables banks 
to successfullj'^ cany on their operations 
with smaller cash reserves. 

(mu) To fix discount rate for their respect- 
ive districts subject to the sanction of 
the Federal Reserve Board. 

From the brief account that we have given *of 
the reserve banks it is apparent liJiat they are similar 
to the European Central banks and discharge more 
or less similar functions |or their respective terri- 
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tories. In some ways they are more powerful both 
as a check and unifying influence, e.g., they possess 
powers of direct examination and control and 
through the representatives of the member banks 
and their nominees on the board of directors they 
are able to come in closer contact. The Federal 
Reserve Board acts as a co-ordinating, controlling 
and centralising authority over wliat may be called 
provincial central banks. The whole system aims 
at decentralising central banking and thus avoids 
concentration of credit in a single body but with 
sufficient machinery to mobilise their aggregate 
resources whenever emergencies may arise. In some 
respects, however, they apparently differ from the 
European central banks, e.g., they are not open to 
public business as a rule. But this restriction does 
not interfere with a reserv'e bank’s toning influence 
or its authority as the ultimate determinant of the 
cost of credit in the market, because it has a large 
number of member banks, which can avail of its 
credit facilities and thus reduce the price of credit 
to the competitive level. Moreover, through the 
open market business the reserve banks are able to 
exercise healthy influence. In the case of European 
countries commercial credit is concentrated in the 
hands of a few commercial banks and if their central 
banks were not open to public business the few 
banks would naturally control the whole market 
and thus nullify the purpose for which central banks 
mainly exist. Another special thing to be noted is 
that the European Central Banks have generally 
first come into existence and then helped the forma- 
tion and development of general banking but the 
American reserve, bajodts were created after the 
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general banking had been sufficiently developed and 
so to say super-imposed upon the pre-existing system 
with a view to consolidate, control and strengthen it. 

A peculiar feature of the American banking is 
that branch banking is not permitted as a general rule. 
“ The usual business of each national banking 
association shall be transacted at an office or bank- 
ing house located in the place specified in its organi- 
sation certificate.” * The Americans think that 
each place should have its own bank just like a town 
hall or a local municipality. Some state law's permit 
opening of branches within their territories whereas 
others permit within the limits of the town w'here 
the Head Office is situated. In States where the 
state banks have power to open branches, the 
national banks have been feeling unequal competi- 
tion with the result that many of them have been 
driven out of existence or compelled to relinquish 
their national charters and to re-incorporate under 
the state laws. This question has been very often 
discussed in the American banking circles as well 
as in the American press but the concensus of opinion 
still continues to be against branch banking which 
is regarded, “ to be against public policy, violating 
the basic principles of ‘our’ government and con- 
centrating the credit of the nation and the power 
of money in the hands of a few.” Under certain 
conditions banks are pennitted to open branches in 
foreign countries for the purpose of transacting 
exchange business dealing with the finance of imports 
and exports. • 

Another important characteristic is the 
legislative control over • the banking system. 


* National Bg^nk Laws! 
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We have alresidy remarked elsewhere that the 
American banking would not liave achieved the pro- 
gress that it has obtained had it not been for the 
State intervention by enacting measures calculated 
to inspire confidence and foster banking as a whole. 
From the brief account of laivs governing national 
and state banks and Trust Companies given little 
later and of the constitution of Federal Reserve 
banks given already, it will be seen that the 
Government control is exercised in a few important 
directions, such as : (i) Minimum amount of Capital 
depending upon the field of operation which must be 
subscribed before a bank can be incorporated ; 
{ii) Reserves to be built up ; {iii) Restrictions on 
directors ; {iv) Cash reserves to be maintained ; 
(v) Limits on the nature and maximum amount to 
bo advanced to each individual person, corporation 
or firm; (yi) Restrictions on investments and/or 
{idvaneos against immoveable properties excepting 
under certain conditions'; (vii) Power of periodi- 
cal examination by the Government officers; 
(mii) Publicity of accounts, etc. 

These legislative and administrative limitations 
or safeguards can all be iustified upon grounds of 
public policy. The natural tendency of banking 
like other economic midertakings is towards earning 
greater profits which not unoften makes the manage- 
ment lose sight of its primary responsibility to the 
de|)ositors whose monies they hold in trust. How- 
soever greatly the management may be honest and 
cohscious of sound banking principles, the law of 
marginal utility as .well as forces of competition not 
imoften induce them to' take risks which although 
liquidated many a time contain germs of insecurity 
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or are alien to banking proper. Things go on in 
this manner daily approaching nearer and nearer to 
the danger zone when all of a sudden one morning 
the management decides to close the bank’s doois. 
Apart, from the bank failures due to dishonesty and 
fraud on the part of bank authorities, instances are 
not wanting in the banking history where concerns 
started with honest motives have been obliged to 
stop business. One bank failure leads to another 
and so on until the whole system gets a rude shock. 
Even the strongest of them do not come out un- 
scathed. An d as the stability of credit institutions 
is of vital importance to the whole economic struc- 
ture is it not best to devise measures which will 
ensures that stability ? It may not be necessary 
to have recourse to legislative and {idmuiistrative 
enactments in European countries where banking 
is concentrated in a few institutions, which have large 
past experience and traditions to guide them, whose 
business din\ensions are very vast, where the area 
to be administered is not large and the public is con- 
versant with banking habits. But in new countries 
with undeveloped economic resources and Large areas 
to serve, the legislative measures are most essential. 
And again what are these banking laws ? They are 
nothing but banking experience codified. Ordinarily 
banks working on safe principles would observe them 
of their own accord. And what is wrong if the 
observance of such principles based on wide and 
varied experience is imposed on all banks, by law ? 

To complete the description of American back- 
ing we give below rough outline of the laws govern- 
ing the three types of cotftmercial banks. America 
possesses agricultural, lajid mortgage, and other 
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types of banks to discharge credit functions peculiar 
to them but we shall not describe them here but may 
refer to their constitution in later chapteis wherever 
necessary. 

NATIONAL BANK LAWS 
Capital and Shareholders’ Liability 
The amount of Capital which a bank should 
have before getting incorporation certificate is 
governed by the following table : 

In cities having population of — 


Minimum Opital 
Dollars. 

not more than 3,000 25,000 

„ „ 6,000 50,000 

„ „ 50,000 100,000 

more than 50,000 200,000 


At least half of the above capital should be 
paid in before a bank is authorised to commence 
business. The remainder should be paid up within 
five months of such date of authorisation in instal- 
ments of not less than 10 per cent, of the whole 
amount of the capital. Payment of each such 
instalment is to be certified to the Comptroller under 
oath by the president or cashier of the bank. 

“ The stock-holders of every national banking 
association shall be held individually responsible for 
all contracts, debts and engagements of such 
association each to the amount of his stock therein, 
atsthe face-value thereof in addition to the amount 
invested in such stock.” 

' Incorporation 

The Comptroller instructs the examiner of the 
district, in which the bank wishes to start business, 
to enquire into the Ipcal need and determine the 



TWO MODELS 


139 


V. 

possibility of its success. He consults the Federal 
Reserve bank of the district. And if the reports 
are favourable he agrees to issue incorporation 
certificate after all the necessary preliminaries are 
satisfied. 

As soon as a national bank is incorporated it 
is required to be a member of the district’s Federal 
Reserve bank. The former obligation of owning a 
certain amount of Government bonds was replaced 
by the membership obligation on the passing of the 
Federal Reserve Act. 

Directors 

The necessary restrictions and qualifications 
concerning directors are ; 

1. Every director during the whole time of 
service must be a citizen of the United States. 

2. At least three-fourths of the directors must 
have resided in the State, Territory or Distric't in 
which the bank is located for at least one year 
immediately preceding their election and should 
continue to reside therein during the period of 
oflSce. 

3. Every director must own in his name at 
least 10 or -5 shares of the Capital Stock according 
as the Capital exceeds or does not exceed $25,000. 
As soon as he ceases to hold this much stock he 
ceases to be a director. 

4. Directors hold office for one year and are 
elected by shareholders in the Annual Meeting 
which is required to take place on such a day in 
January as is specified in the Articles of Association. 

5. The minimum number of directors should 
be five. No maximum Unfit is jprescribed. 
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6. No director (or other officer or employee) 
of a national bank or Edge Corporation* having 
resources aggregating more than $6,000,000 can 
legally serve at the same time as a director (officer 
or employee) of any other national bank or Edge 
Corporation regardless of its lowxtion. 

7. No person who is a director in a state bank 
or Trust Company having resources aggregating 
more than $ 5,000,000, or who is a private banker 
having resources aggregating more than $ 5,000,000, 
can legally serve at the same time as director of 
any national bank or Edge Corporation, regardless 
of its location. 

8. No person can legally be a director, officer 
or employee of a national bank or Edge Corporation 
located in a city of more than 200,000 inhabitants 
who is at the same time a private banker in the 
same city or a director, officer, or employee of any 
other bank (state or natioixal) located in the same 
city, regardless of the size of such bank. 

Items 5, 0 and 7 are consideiubly modified by 
the Kern Amendment (1916) the principal provisions 
of which are : 

9. By permission of the Federal Keserve Board, 
any private banker or any officer or employee of any 
member bank or class (A) director of the Federal 
Reserve bank may serve as director, officer or 
employee of not more than two banks, banking 
associations or Trust Companies coming within the 

* Corporations created under the Edge Act for tlie purpose of 
financing American imports and exports. The Edge Act is an 
amendment to section 25 of the Federal Beserve Act, and governs 
activities of American bonks doing foirngn exchange business. 
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prohibitions of the Clayton Act,* provided such other 
banks are not in substantia] competition \vith such 
private banker or member bank. 

10. The Federal Reserve Board may give or 
withhold consent and may define what constitutes 
substantial competition. If the institutions are in 
substantial competition the Board must refuse con- 
sent. 

11. If the Federal Rosei’ve Board gives its 
consent, it issues to the applicant a formal certificate 
which continues its pemission until revoked. Per- 
mits may be revoked at any time. 

12. With the approval of the Federal Reseiwe 
Board, a director, officer, or employee of a national 
bank may assimie an office under a bank constituted 
for the purpose of foreign banking provided the 
national bank holds stock in such a bank. 

Distribution op Profits 

Usimlly banks is.sue their stock at a premium 
so as to start with some reserve. Where this is not 
the case the Comptroller of Curren(;y may direct 
that no profits should be distributed as dividend 
unless a substantia] reserve has been built up. 
Apart from this discretionary power vested in the 
Comptroller the act lays down : “ Each association 
sliall before the declaration of a semi-annual dividend 
carry one-tenth part of its net profits of the preceding 
half-year to its surplus fund until the same shall 
amount to twenty per centum of its capital stock.” 

(National Bank Act, June 3, 1864). 

' '» 

*As a result of agitation against trusts and combines, America 

passed in 1914 the Clayton Anti^trust Act with the object of 
preventing wealthy people or their nominees from becoming directcrs 
of more than one bank and thus*acquiring large controlling hand in 
the credit policy of the country. ^ , • 
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Oash Reserves 

For the purpose of Cash Reserves the National 
banks are divided into three classes : (A) Banks in 
Central Reserve Cities — New York, Chicago and St. 
Louis. (B) Banks in Reserve Cities confined to 
about fifty of the larger cities of the country. 
(C) Country banks, i.e., the remaining banks. 

The cash reserve requirements vary with the 
class of the banks and are as under ; — 

{i) A bank of class (A) is required to hold 
and maintain a reserve made up of at 
least 18 per cent, of its demand deposits 
{i.e., payable on less than 30 days’ notice) 
and 5 per cent, of its time deposits — 
6/18ths of this must remain in its vaults, 
7 /18ths in its Federal Reserve bank and 
the balance in its vault or in the reserve 
bank as it pleases. 

{ii) A bank of class (B) is required to hold 
and maintain a reserve made up of at 
least 15 per cent, of its dentand deposits 
and 5 per cent, of its time deposits — 
5/15tlia of this must remain in its vaults, 
6/15ths in the Federal Reserve bank and 
the balance either in its vaults or in the 
reserve bank. 

{Hi) A bank of class (C) is required to hold 
and maintain a reserve made up of at 
least 12 per cent, of its demand deposits 
and 5 per cent, of its time deposits — 

' 4/14thsof this must remain in its vaults, 
5/12ths in the Federal Reserve bank and 
the balance either in its vaults or in the 
reserve ban^. 
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In estimating reserve requirements the net 
balance of inter-bank balances is taken into consi- 
deration. If at any time the cash reserve falls 
below the legal requirements the bank concerned 
is required not to make any new advances or declare 
any dividends. If the deficiency is not made up 
within 30 days, the Comptroller may with the 
concurrence of the Secretary of the Treasury appoint 
a receiver to wind up the business of the bank. 
The Federal Reserve Board has power to suspend 
reserve requirements for a period not exceeding 30 
days and from time to time to renew such suspension 
for periods not exceeding fifteen days, provided that 
it shall estabUsh a graduated tax upon the amoimt 
of the cash reserve deficiency. 

Loans 

The following limitations are imposed upem 
advances made by national banks. 

(1) No national bank shall advance a sum 
greater than 10 per cent, of its unimpaired Capital 
and surplus or 30 per cent, of its Capital, whichever 
is less, to any single individual, or a single company, 
corporation or firm or to any company and its several 
members. For the purpose of determining this hmit 
the bills of exchange drawn in good faith against 
existing values or owned by the borrower and dis- 
counted shall not be conddered as money advanced. 

(2) No national bank shall advance against 
its own shares or be purchaser thereof unless it be 
necessary to prevent loss upon a debt previously 
contracted in good faith ; but in such an event'it 
shall be required to sell it within six months from 
the date of purchase, failing which a receiver may 
be appointed to close up its bu^ness. 
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(3) It shall not be lawful for a national bank 
to purchase, hold and convey real estate excepting 
in the following cases : — 

(а) A^en the possession of real estate is 

necessary for its immediate acco.mmoda- 
tion in the transaction of its business. 

(б) When it is mortgaged or conveyed to 

it or purcliased by it in satisfaction of 
debts previously contracted in good faith, 
or in satisfaction of decrees obtained, 
to avoid loss. Possession of such real 
estate whether under mortgage or under 
purchase to secure any debts shall not 
be held for a period longer than five 
years. 

(c) A national bank not situated in a Cent ral 
Reserve City may make loans secured by 
improved and unencu.mbered farmland 
situated within its Federal reserve; dis- 
trirt, but no such loan shall be made 
for a period loiter than five years noi' 
for an amoimt exceeding fifty per cent, 
of the value of the property— -pro vidtxl 
the total of such advances on its books 
does not exceed 26 per cent, of its Capital 
and Sui'plus or -^rd of its time deposits, 
whichever is less. 

Government Control 

We have already mentionerl elsewhere that the 
national banks are subjected to the supervision and 
examination of the Federal Reserve banks and the 
Federal Reserve Board. Apart from this control, the 
U. S. A. Government through the Treasury Depart- 
ment exercises direct powers of inspettiion and super- 
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intendence. A special Bureau of the Treasury Depart- 
ment, in charge of an officer known as the Comp- 
troller of Currency, is entrusted to watch that all 
laws and regulations relating to currency and banking 
are properly observed. The duties and responsibili- 
ties of this officer are briefly as under : — 

(i) To grant certificate of incorporation and 

certificate to commence business after 
the receipt of favourable initial reports 
and when all the necessary preliminaries 
are complied with ; 

(ii) To receive and examine all returns which 

banks are required to submit according to 
Law ; 

{in) To see that the banks observe all the 
laws governing their work and with this 
view : 

(ff) to appoint, with the approval of the 
Secretary of the Treasury, examiners 
who shall examine every member 
bank at least twice each calendar 
year and oftener if considered neces- 
sary, the examiners enjoying all 
powders to carry on thorough exami- 
nation, to administer oaths and to 
examine any of the bank officers and 
agents under oath ; 

{b) to require every member bank to submit 
within five days of receipt of such re- 
quisition, not less than five reports 
during each and every year, which 
reports shall exhibit in detail and 
under appropriate heads the resources 
and liabilities «of» the association at 
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the close of business on any past 
day specified by him ; 

(c) to call for spedal reports from any 
particular association whenever in 
his judgment the same shall be ne- 
cessary ; and 

{d) to impose a penalty * of one hundred 
dollars for each day, after the 
stipulated period of five days, upon 
any association that may fail to make 
and transmit reports required under 
(6) and (c) above. 

{iv) To make annual report to Congress 
giving a summary of the conditions of 
every national bank together with such 
special information as may be regarded 
of importance, whether in connection with 
national or state banks. 

Sl’ATE BANK IxAWS 

Unlike the national banks these r^ulations are 
not uniform but vary greatly from state to state. 
To attempt to refer to the banking laws of all the 
states would be a task beyond the scope of this book. 
We note below the broad features : 

{%) The capital requirements are so varied 
that in some states they are not insisted 
upon whereas in others lower limits are 
prescribed, e.g., as compared with the 
national bank requirement of $50,000 for 
places of 3,000 to 25,000 population, over 
three-fourtlis of the states which pres- 
cribe a fiixed qapital have lower require- 
ments bpt none of them more. Similarly 



TWO MODELS 


147 


some of the states show lack of banking 
ideals in permitting an authorised capital 
larger than the paid-in requirements, 
undue prolongation of the paying in 
capital and the payment of subscriptions 
to capital in things other than cash. 
Most states follow the national bank act 
in providing for the double liability of 
shareholders, but theiT! are others whose 
laws greatly differ in this res|)ect also. 

(ii) As regards surplus requirements, about 
20 states follow the national bank act, 
some have more stringent provisions, 
some have lower requirements but there 
are several states which do not insist on 
suiplus accumulation by general law. 

(m) With reference to the cash reserve 
requirements the same range of diverse 
legislation is observed, 'rhere are about 
a dozen states only which follow' the 
national bank act in this respect. Others 
either insist on much lower limits or do 
not require any reserve whatevei'. • The 
difference also is noticeable in the form 
of reserve, e.g., all states pennit bivlances 
in other banks to be counted as part of 
the reserve, the amount of re-deposits so 
authorised varying from one-half to three- 
fourths. 

{iv) As regards restrictions on loans, the 
state laws are in general more liberal 
than the national bank law. There are 
only two states which follow the national 
bank law in this respect, about 26 states 
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permit 15 to 30 per cent, of Capital and 
Surplus as the limit to each individual 
liability to a bank and several others 
prescribe no limitation whatsoever. In 
the matter of loans against real estate, 
state laws are similarly more liberal. 
The prevailing practice is to limit these 
loans to .50 per cent, of the Capital and 
Surplus. A few states permit such ad- 
vances from 15 to 40 per cent, of the 
assets and some even up to 20 per cent, of 
the loans. The laws usually define the 
cliaracter of such security as regards 
location of proyxirty, and the amount of 
loan In relation to the value of the asset. 
Holdings are generally limited to a five- 
year duration following a foreclosure sale. 

{v) llegulations concerning incorporation, 
dirtx3tors, deposit of state bonds at the 
time of incorjwration and other relevant 
mattei’s are often prescribed. 

(n) Each state has a Superintendent of 
Banks who is responsible for seeing that 
the state banks observe the laws concern- 
ing them. Like the Comptroller of Curren- 
cy he appoints examiners to examine pe- 
riodically affairs of the state banks, issues 
certificate of incorporation, etc. He is 
appointed by the Governor of the State 
by and with the advice and consent of 

the senate of the State Legislature. 

< 

(m) Whenever a« state bank is permitted to 
be a member of the Federal Reserve bank 
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it comes imdcr the control of the Ftxleral 
Reserve Act and the Federal Reserve 
Board, and is required to observe all 
regulations to which the national biinks 
are subjected. Federal Reserve Board, 
however, may accept examination 
reports 'of the state examinei-s without 
insisting upon examination by the 
Treasury examiners. They, however, 
possess the sole power to withdraw this 
facility and can subject the member 
state banks to any sort of examinations. 

TRUST COMPANIES LAWS 

Those laws are the creation of states and greatly 
resemble the state bank laws. Formalities as regards 
incorporation, supervision of Su{)erintendent of 
Banks and similar matters are practically indentical. 
I^aws concerning both these institutions are tending 
to become assimilated. There are, however, certain 
important differences. They are : 

(i) Usually the Capital requirements in the 
case of trust companies are larger than 
in the case of state banks. Similarly 
stricter regulations govern the provision 
for paying-in capital before commencing 
business. The deposit in bonds is re- 
quired to a much bigger figure in the 
case of trust companies. 

(it) The reserve requirements for trust com- 
panies are much less than for state banks. 
This is probably due to the different 
character of trust company deposits, 
which are lately ‘inactive and contain 
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only a small portion which are liable to 
sudden or large withdrawals. 

{Hi) Similarly trust companies are less res- 
tricted in the matter of advances. 

{iv) The trust comi)anies are distinctly authorised 
to accept trusts and Jbo do safe-deposit 
business in addition to general banking. 
If a state bank wants to do same sort of 
business it should deposit the same sort 
and the same amount of security as the 
trust company having similar capital. 

(?;) The trust companies like the state banks 
come under the governance of Federal 
laws as soon as they elect and are per- 
mitted to be members of their respective 
Federal Reserve banks. 



CHAPTER VI 

ISSUES 

Whether Government administrative organisation to 
watch and examine banking activities is necessary — 
What form should the central banking institution tako- 
Whether special banking legislation necessary — Re. 
formation and constitution of special banks — Whether 
municipal and local bodies should do banking business ; 
if so, whether under any restrictions — Re. private efforts. 

We have given in previous chapters deficiencies 
in the present banldng organissation of India, if 
at all we can use this expression in connection 
with this haphazard gi'owth, and also some des- 
cription of the similar systems in other countries. 
There are definite issues which present themselves 
and answer’s to them will constitute the basis of 
our scheme of construction. In framing the.se issues 
we assume that our new banking sy.stem .should be 
self-contained and adequate as fully dwelt upon in 
the fourth chapter. 

The main issues are ; — 

(i) Whether there is necessity for special 

administrative organization on the part 
of the Government to watch and examine 
banking activities ; and if so, whether 
such work should be done by the Central 
Government or by the Provincial Govern- 
ments or partly by one and partly by 
the others ? 

(ii) What form should the central banking 

institution take ? ' Should it be similar 
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to the central banks of Europe or resemble 
the Federal Reserve banks of U.S.A. ; 
or be a new type altogether but con- 
taining features necessary to the dischai^e 
of central banking duties ? Should this 
institution be solely state-owned and 
state-managed like the State Banks or 
a private corporation sharing its profits 
with the State and under sufficient 
control of the Government so as to 
ensure safety of public interests ? 

(in) Whether there should be special banking 
legislation to control incorporation and 
activities of joint stock commercial 
banks and of the branches of foreign 
banks in this country ? 

(iv) Whether the formation of special types 
of banks like the agricultural banks, 
land mortgage banks, industrial banks, 
exchange banks, etc. should be left 
to private enterprise, under laws govern- 
ing joint stock banks and joint stock 
companies or special measures promising 
State supjiort and facilities at the cen- 
tral banking institution are necessary ? 

{v) Whether Municipalities and other local 
bodies should be permitted to do bank- 
ing and if so whether their business 
should be restricted to any particular 
type or types ? 

' {vi) Whether private co-operation on the 
part of .banks, banking propaganda 
on the part - of public bodies and 
Goverranent anji similar measures calcu* 
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lated. to promote growth and inspire 

confidence, in addition to the legislative 
enactments that may be considerefl 

desirable, are necessary ? 

Our answers to the above propositions are 
as under. They will be elaborated and worked 
out in the subsequent chapters. 

I.—Oommmenl Administrative Organization,. 

Banking History of other countries clearly 
demonstrates that a vast country like India labour- 
ing under economic and banking domination of 
non-Indians and lacking in corporate activities can 
hardly be expected to develop her banking system 
without definite guidance and watchfulness on 
the part of her government. Government control 
and examination will impart that healthy tone 
to the system as well as inspiie public confidence 
which will greatly accelerate formation of banks. 
The Indian Government’s connection with the Impe- 
rial Bank has inspired a good deal of confidence in 
that institution although its working is not sub- 
jected to the government examination. Would not 
such certification on the part of the Government 
allay public fears against bank failures and lead 
to increased banking habits and banking activities ? 
It is fui’ther necessary that this work of supervision 
should be concentrated in the beginning in the 
hands of one single controlling authority like the 
Central Government which will further result in 
the establishment of uniform practices. T{;ie 
establishment of right sort of traditions 
through the superintendence- of one body is 
of very great importani^. In course of time 
when banking has advanced it fnay be advisable 
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to {»ormit provincial incorporations and provincial 
control. But in the beginning no such arrangement 
is advisable as it would load to varying laws and 
practices. Delegation for administrative economies 
may be permissible but the real responsibility 
should rest with the Central Government. 

11. — Central Banking InstittUion. 

The Federal Reserve system of the United 
States represents a model to be attained by large 
countries in course of time. It is not possible 
for us to take advantage of this system because it 
pre-supposes existence of banking activities on 
a sufficient scale which is not the case here. We 
think a central bank will be able to control currency 
and credit conditions much better. There is a 
great necessity for a single bank of issue to help 
other banks by giving rediscounting and other 
facilities. In ordinary tin)es its discount rate 
would be more unfavomable than that of the 
commercial banks and as such it would not com- 
}iete with them. Moreover, it would not allow 
interest on deposits and thus not interfere with the 
deposit business of other banks. But it should 
not be restricted from doing business with any 
class of people, provided it is within its constitution 
and otherwise safe; or, if such free permission for 
doing banking business with public be considered 
undesirable in the interests of advancement of 
banking in general, and it be thought necessary 
to restrict i ts dealings with banks alone, some enabling 
provisions, whereby it could enter the general market, 
when other banks combined to raise price of credit 
or to distribute it improperly, should be inserted in 
its charter. The' bank /should have branches but 
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they should be restricted to big cities and capitals 
of different provinces. In cotirse of time when 
banking has multiplied, decentralization should take 
place, converting the bank’s business in each pro- 
vince into a sort of a reserve bank, all the provincial 
reserve banks thus formed being federated under 
one single controlling board. The nature and 
functions of such reserve banks as well as of the 
controlling board should be considered when that 
stage is reached. 

The bank should undertake distinct obligations 
to extend special facilities to the Indian banks 
and see that they are not over-powered by the 
foreign banks. It should undertake to supply 
monetary assistance within fixed limits to special 
banks like the Indian exchange banks, industrial 
banks, agricultural and land mortgage banks &c. If 
necessary, it should be permitted to take up f)art 
of caiptal in such special banks. 

As regards the issue whether such a bank slumld 
be owned by the State we have given sufficient 
arguments in a preceding chapter against such 
institutions and we therefore propose that it should 
be a private corporation, with predominance of 
Indian interests in matters like capital, control 
and management, but the State should have sufficient 
voice in its affairs to safeguard public interests. 
Profits of the bank should be shared with the State, 
dividends to shareholders being restricted within 
certain limits. 

III. — Banking Laws. 

There are no specific laws governing corporate 
banking in this country. The ’Indian Companies 
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Act, of 1913 controls them in common with other 
joint stock companies. Only a few sections of 
the Act, e.g. 133, 136, 145, etc. have any special 
bearing on joint stock banking. They, however, 
do not impose observance of any fundamental 
principles relating to banking transactions but 
simply require a few formalities to be observed 
in the matter of preparation of the balance sheet 
and the form in which statement of afhiirs is to 
be published twice a year and exhibited for the 
information of general public. Moreover, section 
277 relating to foreign joint stock companies, 
including fordgn banks, carrying on business in 
India, is lax and does not subject them to the 
observance of the same fonnalities as are imposed 
upon the Indian companies, e.g. clause (3) of the 
same section requires such a company to lodge 
balance sheet as required by the law of the country 
in wliich it is registered. If that law be less rigid 
than the Indian law such a company will have 
advantage over Indian companies. Is it fair that 
the banks of this country should be required to 
give certain amount of information which is not 
insisted upon in the case of foreign banks, if the 
laws under which they are incorporated do not 
demand such publication ? 

Section 138 of the Companies Act gives power 
to the Local Government to appoint inspectors 
to investigate affairs of joint stock companies 
under certain circumstances. The Registrar of 
Joint Stock Companies has power to call for any 
additional information over and above what is 
contained in the returns prescribed by the Act 
to be submitted to ..him,, But they are so weak 
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and hedged by such limitations that they are of 
practically no value — ^there are hardly any instances 
in which advantage of such a power has been taken. 
For all practical purposes we may assume that 
the Government has no power to examine or in- 
spect affairs of joint stock companies including 
joint stock banks,. 

As already demonstrated in the last chapter 
it is of fundamental importance in the interests 
of public policy that separate legislation should 
be enacted to control the banldng activities. 
A bank failure although it may relate to a 
small insignificant bank is sure to disturb the whole 
system. Often it brings about failure of others that 
may be otherwise solvent. The destructive force gains 
momentum with each failure and ultimately there 
comes a banking crisis which results in the dis- 
location of trade and other activities, involves 
losses and failures of many business concerns and 
deprives many of their hard-earned savings. Such 
occurrences are surely against public welfare. State 
control will enforce working on right principles 
and curb tendencies for dissipation of public funds. 

Institution of a special bank law governing 
corporate banking is thus necessary in India. We 
are havii^ so many legislative enactments on 
various subjects in the interests of general well- 
being that it is difficult to imagine any real opposi- 
tion, unless it be from vested interests, against 
the introduction of this wholesome measure. Bank 
failures not only retard banking progress, whiich 
as already shown is of fundamental importance for 
economic advancement, but al^ lead to business 
prostration and human miseryT-evils which sap 
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the very foundation of civic life and which it should 
be the duty of every civilised government to combat 
in advance by preventive measures. And what 
is this banking legislation? It is nothing but 
experience of other successful institutions put 
into legal shape for the governance and guidance 
of those who are entering newly in the field of 
corporate banking, to minimise their deficiencies 
in knowledge and experience, and to restrict bank 
failures by preventive methods and advance control ; 
— ^and even if in spite of such safeguards, a dis- 
turbing situation, due to a combination of un- 
foreseen and adverse circumstances, does arise, 
where banks are in difficulties, to minimise the dis- 
turbance, and by emergency provisions to restore 
the banking equfibrium within the shortest possible 
time. If such a law had been in existence in the 
past not only many of the Indian bank failures 
would have been avoided but our banks would 
have been in a much better and stronger position. 

If imposition of l^al obligations on Indian 
banks is considered necessary in public interests, 
it is but natural that foreign banks should be sub- 
jected to its governance also. There should be also 
other modifications in their case, e.g. the levy of 
capital tax, income-tax arrangement, turn-over 
tax, etc. which countries like France, Spain, 
Italy, etc. enforce in the interests of their own 
bhnks. 

IV — Special types of Banks. 

Special sections should be introduced in the 
proposed Indian Bank Act dealing with the special 
nature of business of these special banks and the 
limitations considered desirable. There would thus 
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be no objection to any private enterprise in these 
directions. But a good deal of stimulant would 
be given and very useful purpose served if special 
institutions of each type are incorporated under 
special charters, enjoying special facilities at the 
Central Bank. Indian interests should, of course, 
dominate in such constitutions. Also because of 
the special privileges, their profits should be sliared 
with the State, with certain limitations. It should 
be their concern to expand their activities by 
bringing into existence banks of their type under 
the ordinary banking law, making any arrange- 
ments with them that circumstances and the special 
nature of their business may warrant. History 
of other countries suggests this mode of organiza- 
tion to be the best. 

V. — Municipal and Local Board Banks. 

Any efforts that can accelerate banking pro- 
gress should naturally be welcome. In Germany 
and other countries in Europe, local public bodies 
are peimitted to do savings bank business to 
assist in the accumulation of mass savings. Their 
.chief investment consists of Govermnent and other 
.trust securities. Public bodies like municipalities 
and local boards which work under govern- 
ment control, both as rt^ards their administra- 
tion and banking activities, should be able to win 
public confidence. Objection to municipal banking 
chiefly consists of temptation to them or tendency 
on their part to invest their deposits in their capital 
works or utilize them as long term advances. Al^ 
it is argued that they do not possess any business 
capacities to carry on such work. England is 
against municipal banking maiu|y on these grounds. 
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But sufficient precautions can be taken to see that 
they do not lock up their banking funds in long 
term loans or largely invest them in their works. 
Also strict limitations on the nature of their ad- 
vances may be enforced e.g. they may not be per- 
mitted to invest in commercial bills, etc. Their 
chief investment may be made, in trust securities. 
Business with such limitations does not require any 
high d(^ree of business capacities. Of course, certain 
percentage will have to be allowed to be used by them 
as capital loans for works of public utility. But 
such borrowings should form a small portion. 
Government examination will naturally enforce 
observance of all laws concerning such banking 
work. Post Office Savii^s Bank should continue 
side by side. Both will work in the same direc- 
tions, supplementing each other’s efforts. Like 
the Municipal Bank of Birmingham, the municipal 
banks can fix their business hours in the morning 
and in the evening to suit the labouring and service 
classes. 

VI. — Private Efforts. 

No enterprise of any description, however 
greatly beneficial, can achieve the expected results, 
unless its aims, objects and utilities are adequately 
popularised. Propaganda work is very essential. 
Also bankers should realize that they do not ad- 
vance their interests, whether individual or mutual, 
by remaining aloof or maligning each other. Co- 
operation between them for the purpose of mutual 
interests, estabhshing bankii^ practices, prescribing 
tests for banking staff, advancing common interests 
and for such other « purposes is very desirable. 



CHAPTER VII 

GO^TatNMENT CONTROL 

Banking section in the Finance Department of the Govern- 
ment of India — Comptroller of Banks ; his functions 
and powers — Banking Council : its powers and duties — 
Bank Examiners ; their work, scope of duties , and functions . 

Under the finance department of the Covem- 
ment of India there should be created a new sub- 
department which should undertake the respon- 
sibility for banking matters and control. It should 
be in charge of an officer of the same grade as a 
Secretary of the Government of India who should 
be indeiiendent of the Finance Secretary and direct- 
ly responsible to the Finance Member. He may 
be designated as Comptroller of Banks. For 
obvious reasons this post should not necessarily 
be filled in from amongst the government civilian 
officei-s but the best man available with sufficient 
experience of banking business should occupy it. 
When a body of examiners, referred to later, has 
come into being and gained experience of the duties 
and responsibilities of the banking section of the 
finance department, the post of Com ptroller may be 
thrown open to them, but the final choice for 
such a responsible office should not be 
restricted to any particular class but left free 
to the judgment of the Govemor-General-in- 
Cotmcil, acting with the advice and consent of the 
Banking Council {See below.) 'The Banking Coun- 
cil should nominate thr^ persons for this post 
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and the Govemor-General-in-Council ^ould select 
one out of them. In case, however, it should 
happen that he does not approve of the nominees 
of the Banking Council, he should have right to 
return the nomination paper thrice ; but if the 
same be returned unamended each time, he should 
either make the choice from the three persons 
named or submit the question of appointment 
to the Legislative Assembly whose decision should 
be final. 

Under the Comptroller there should be two 
Joint Deputy Comptrollers at least one of whom 
should be an Indian. Appointments to such posts 
should be in the hands of the Banking Council. 

The Comptroller should be assisted in his 
work by Bank Examiners. There should be two 
Joint Bank Examiners for each province under 
whom there should be assistant examiners. The 
Joint Bank Examiners should be selected by the 
Banking Council. The number of assistant 
examining officers would vary from province to 
province and depend upon the number of banking 
institutions and the volume of banking business 
in each province. In the b^inning all these posts 
should be filled from persons having banking ex- 
perience, but afterwards by advertisement as 
well as by departmental promotion. If considered 
advisable an all India Bank Service may be started. 
Appointments to this service should be by open 
competitive examination in India, and the pro- 
bationers should work two years in the bank of 
issue, two years in. any commercial or other banks 
and one year in the * department, before being 
entrusted with independ^t inspecting and examin- 
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ing authority. Arrangements for such practical 
work should naturally be made by the Comptroller 
and the banks should be bound by law to admit 
such apprentices to their banks for practical work, 
provided it does not involve financial obligation 
on their part more than they are willing to tear— 
the balance should, of course, be borne by the 
State. At least one out of the two Joint Bank 
Examiners should be an Indian. In course of 
time the appointments of assistant examiners 
should be solely made from Indians. Apart from 
the fundamental question that the activities of 
the country should bo conducted by her people, 
there is very great advantage of practical value 
in recruiting such officers from Indians, One of 
the most important items of bank examination 
is to value assets, which implies verification of 
credit information ; and only people of this country, 
on accoimt of their social habits, connections, and op- 
portunities can discharge such responsibilities 
satisfactorily. The question of grade and emolu- 
ments of the bank examiners is a matter of detail 
but at any rate, a Joint Bank Examiner should 
not have a lower status or less salary than that of 
a Collector or Deputy Commissioner. 

Comptroller of Banks 
The functions of the Comptroller of Banks 
should be briefly as imder: — 

(i) To issue certificate of incorporation {see 
banking laws.) 

{ii) To issue certificate to wmmence business. 

{Hi) To see that all laws relating to corporate 
banking as well as charters issued in 
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respect of special banks are properly 
observed. 

(w) To receive returns, statements of accounts, 

and balance sheets as may be prescribed, 
from all banks. 

{v) To receive examination reports from 
Bank Examiners. 

(vi) To demand any explanations, directly 

or through the examiners, from the 
banks conceiTied, as may be nec;essary, 
either in resjiect of their returns or 
examination reports. 

{vii) To make or arrange surprise inspection 

visits to banks. 

(vin) To call for any statements from any 
bank on any day. 

(in) To take evidence of any bank official 
or any other person on oath whenever 
he may deem it necessary, i.e. he should 
enjoy judicial powers as regards sum- 
mons, etc. in this respect. 

(x) To impose any penalties that may be 

prescribed for the non-observance of any 
banking laws. 

(xi) To prepare annual report on banking 
business and activities for the public 
information. 

(xii) To prepare banking statistics. 

Jxiii) To send circulars to banks' whenever 
necessary with a view to ascertain 
their views on problems connected with 
their work or to draw their attention 
to any* mattejrs of importance. 
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(xiv) To convene meetings of Banking Council 

every quarter or oftener whenever ne- 
cessary, to place all important informa- 
tion before it and to discuss with it 
all important matters. 

(xv) To arrange for special facilities and/or 

assistance in the case of banks that 
may be in difficulties, either with the 
bank of issue or with any other bank, 
wherever possible and desirable, pro- 
vided such a course is considered iri 
the public inten^sts by the Banking 
Council. 

(xvi) To arrange for amalgamation of de- 

faulting or weak banks, whenever possible, 
with the advice and consent of the 
Banking Council. 

{xvii) To arrange for liquidation of banks as 
may have continuously failed to observe 
the banking laws and/or be in financial 
embaiTassinent, wherever such an action 
is approved by |ths of the rnemlxirs 
of the Banking Council. 

{xviii) To grant license for amalgamation of 
two or more banks as may have 
applied for the same. 

(xix) To grant license to foreign banks to do 
banking business. 

(xx) To administer the “ Bank *Security 
Fund.” 

(xxi) To administer the “ Bank Relief *FunS,” 
imder the directions of the Banking 
Council. , 

* See Lfiw, 
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{xxii) To arrange for clearing houses wherever 
deemed necessary. 

(ma) To be the administrative and executive 
head of the government banking staff 
and to make any transfers in the ex- 
aminers as he may consider necessary. 
(xxiv) To look after banking development 
and in general to be responsible to the 
Government and the Indian Legislature 
for the general satisfactory condition 
and working of banks. 

Banking Council 

We have referred to the Banking Council above. 
This should be an advisory lx)dy with controlling 
hand in certain mattem, which should guide the 
Comptroller of Banks. The Council should con- 
sist of twelve members. The Finance Member, the 
Comptroller of Banks and the General Manager 
of the bank of issue should be ex-officio 'members. 
The Central Legislature should elect three members. 
At least two of these three members should be 
persons unconnected with the Government or the 
Central or Provincial legislature. The banks 
roistered under the Bank Law should also elect 
three members, voting according to the scale re- 
ferred to therein. At least one out of the throe 
members should be a person unconnected as officer 
or director with any bank. One member may 
be elected by banks established under special 
charters, each having one vote— excluding of 
course the bank of issue which will be represented 
by its principal officer. The remaining two members 
should be nominated by the Govemor-General- 
in«Council to level up .any , inequalities in representa- 
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tion of fundamental interests of the country e.g. 
agriculture, industry, commerce, etc. The term 
of office of members should be three years, but 
three out of the nine ordinary members should 
retire every year by rotation. They should, how- 
ever, be eligible for re-election. This provision 
would enable to teep up the continuity of work 
and policy and at the same time give chance to 
the representation of all interests. The Finance 
Member should be President and the Comptroller 
Secretary, of the Council. 

Their responsibilities should be more or less in 
the following directions. 

(t) To advise banks in general and the bank 
of issue in particular on matters of 
general interest, like rate of discount, 
control and distribution of credit, etc. 
(tt) To consider all matters where public 
may elect to make representation against 
decision of the Comptroller on subjects 
within his power and competence. 

{Hi) To decide aci}ion in respect of defaulting, 
disobedient (not obeying laws) and 
tottering banks. 

(i'o) To determine when reserve requirements 
in respect of notes and cash balances may 
be modified or waived. 

(v) To be supervisory, advisory, regulatory 
and co-ordinating body for banking as a 
whole. ^ 

{vi) To sanction any emergency banking 
measure with the. approval of the 
Govemor-Gencfral-in-Council for a period 
of not more than »15*days with power to 
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renew it with his sanction for seven days 
at a time, but not for more than a 
total of 2 months from the beginning, 
within which period the measure should 
be passed by the Central. Legislature — 
no such measure should, however, come 
into operation unless- it is passed by 
three-fourths of the Councirs members 
present in the meeting. 

Bane Examiners 

The Bank Examiners as the name implies would 
primarily audit, examine and inspect bank accounts, 
books and working. By being in continuous touch 
with the same locality they shall be able to use their 
local knowledge in assessing accounts at their proper 
value. Their responsibilities would be briefly of the 
following nature : — 

(i) To examine applications for incorpora- 

tion, amalgamation and bank license 
in the first instance and advise the Comp- 
troller in these respects. 

(ii) To receive in the first instance all returns 

from banks meant for the Comptroller 
and submit them with their remarks to 
the Comptroller. 

{in) To ascertain by actual audit that 
banking laws are being observed and to 
bring any glaring irregularities, whether 
in the non-observance of laws, violation 
of fundamental principles of banking 
or in the system of accounting, to the 
noticic of the management or the bank’s 
board od (|irectors in the first instance, 
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if considered advisable, and submit such 
explanations in thdr report to the 
Comptroller. Such examination should 
take place at least once in every year. 

(iv) To take evidence of bank clerks, officers, 
directors, clients, and others able to 
materially assist them in their work, 
on oath and to prosecute them for perjury 
in case of false evidence. 

(«) To summon books, vouchers, documents, 
etc. from any one, when and where such 
requisition may be considered necessary. 
Where such material cannot be spared 
for transmission to them, they or their 
representatives should have right to in- 
spect it. 

(m) To requisition services of any public 
servant for consultation in their work 
e.ff. in determining legal points, valuation 
of property, machinery and other assets 
requiring technical knowledge etc. Re- 
muneration for such services, if necessary, 
should be determined by the Examiners 
according to the banking capacity of the 
institution concerned. As the examina- 
tion is conducted in the interests of 
public policy and every public servant 
is expected to work for such ends, remu- 
neration may not be allowed where cir- 
cumstances do not warrant. 

(vii) To engage services of a^iy private agency 
to assist them in points requiring special 
knowledge, ontQrm&asmay be considered 
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necessary, authorizing payment for such 
work by the bank or banks concerned. 
{viii) To bring to the notice of the Comp- 
troller any instances which may require 
special action or deliberation of the 
Banking Council. 

(ix) To report to the Comptroller general 
conchtion and progress of banking in- 
stitutions, banking business and other 
connected activities in their territory as 
well as to advise him on matters of 
importance. 

(x) To be ex-officio members of the bank of 
issue’s Advisory Committee for the 
province — ^it would be sufficient if only 
one out of the two, the senior Joint 
Examiner, becomes the member. 

{xi) In short to represent the Comptroller 
in all matters as may be delegated to them. 
{xii) To keep all matters that may come 
to their knowledge, while in the exercise 
of public office, secret and confidential, 
violation of which should be punishable 
by the Banking Council departmentally, 
or by a Criminal Court, if the Council 
so decides. 



CHARTER Vin 

CENTRAL BANK 

Whether Imperial Bank of India can be suitably trans- 
formed into Central Bank — Compensation to the Imperial 
Bank for loss of Government banking business — Special 
charter for incorporating bank of issue — ^Period of char- 
ter — Capital — Shares — Votes and Meetings — ^Directors — 
Branches — ^Management — Local Advisory Committees — 
Business : Deposits, Investments, Agency, Internal 
Rupee transfers — Currency functions — ^Profits — General : 
Clearing Houses, Safe custody. Audit and Examination, 
Discount rate, Weekly statement. Balance Sheet, Taxes, 
Other responsibilities. Liquidation, Staff, Miscellaneous. 

When considering the constitution of this 
institution an important problem presents itself 
viz : should the Imperial Bank of India be remodelled 
to work as the country’s central bank 
or should it be a new formation ? The Hilton 
Commission on Indian Currency and Finance (1926) 
has decided this point in favour of a new bank. We 
agree with this view. There are many important 
• considerations which support this opinion. The 
Imperial Bank and its pre-existing Presidency Banks 
have never evidenced any broad national out-look 
for the country’s economic well-being nor shown 
any sympathy for the advancement of national 
banking. Illustrations have been cited how 
assistance to banks has been refused even against 
government securities. The mercantile community 
knows how vast credit lines are> extended to non- 
Indians whereas even reasonable fadlities have been 
refused to the people of this, land. 'The banks of this 



172 OIM3ANIZ\TION O®' INDIAN NANKING 


CbAI?. 


country have been always looked upon with compe- 
titive eyes, more as rivals than as complimentary 
units of the country’s banking sy^em. Officers 
who are product of such tendencies can hardly be 
expected to be alive to the seriousness of the new 
responsibilities of a central bank. Its traditions 
would always hamper the loftiness of the mission 
of the bank o f issue. Momo ver, such a large number 
of branches, as the Imperial has, is an unnecessary 
appendage to the bank of issue. The principal 
function of the Central Bank is to regulate the Indian 
money market. It will be sufficient for this 
purpose if it operates through its branches in the 
markets at the most important places, as the latter 
thro ugh the force of economic laws can easily regulate 
the smaller markets, within their spheres of influence, 
on the same principles. The central bank fulfills 
a good deal of its mission by mere existence rather 
than by actual operations. The certainty that it 
exists to interfere whenever and wherever the market 
and credit conditions seem to go against public in- 
terests would always keep other operators within 
hmits. Moreover, there would be more efficient 
control if its energies arc not dissipated in a large 
branch organization. 

The Imperial Bank’s directorate and management 
are preponderatingly non-Indian. If it is trairsformed 
into the central bank this state of things would 
itaturally continue for sometime. And as non- 
Indians can hardly feel the economic pulse of the 
Country or identify their interests with the interests 
of India, which will at times be against their own 
countries, it is difficult ,to believe that they will be 
able to concentrate themselves on the new responsi- 
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bilities with that singleness of purpose which is the 
essence of a central bank’s working. The central 
bank’s business is to look to national interests alone. 

Transformation of the Imperial would naturally 
require strict examination and valuation of all of its 
assets. It is likely that the estimate of independent 
valuers may not coincide with the valuation of the 
bank management in which cjise lengthy discussions 
may take place — ^the Government is taking respon- 
sibility for the redemption of the bank notes and it 
is but natural that it should satisfy through inde- 
pendent examiners that the assets are actually as 
stated in the bala nee sheet . Also there m ay be certain 
accounts on its books which it would be against the 
laws of the bank of issue to carry forward to the 
books of the new bank. The only way out of the 
difficulty would be liquidation of such accounts but 
that may mean not only great financial disaster 
to the parties concerned but also great disturbance 
of the market. It would be extremely undesirable 
to bring about such a situation and make the central 
bank begin its on,reer with such unfortunate events. 
Far better it would be, if the central bank be started 
afresh with no past accounts and with a free hand 
to mould the shape of its assets strictly according 
to its constitution. 

The Imperial Bank has been hitherto doing a 
good deal of commercial banking with principal 
object of making profit for its shareholders. 
The central bank’s primary object is not to earn 
dividends but to look to national interests. It Is 
extremely difficult to believe that an organization 
of the former type can smopthly be shaped into the 
latter. Moreover, even the shareholders will not 
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agree to the limitation of their dividend to 5 or 6 
per cent, which is the limit usually prescribed for 
central bank’s dividends. The Indian Government 
has hitherto allowed all the profits of a monopolistic 
concern like the Imperial Bank to its shareholders, 
whereas it should have l^itimately demanded major 
portion for its revenues ; and when it makes this 
demand, if the Imperial be reconstructed, these vested 
interests will raise a great hue and cry. For this 
reason also it would be better to have altogether a 
new bank. 

The central bank should naturally be modelled 
on national lines i.e. with preponderance of national 
capital, directorate, and management. It would 
be difficult if not impossible to successfully remodel 
the Imperial Bank on these lines. It would involve 
a good deal of discussion, ill-feeling, and disturbance 
when attempts are made to impose the new restric- 
tions. In the new institution such saft^uards and 
stipulations as may be necessary, can be provided 
from the very b^inning. 

Those o f the critics of the new central bank who 
suggest that the Imperial Bank can be remodelled 
by super-imposing additional functions like currency 
powers, etc. on the present constitution of the bank, 
thereby permitting it to carry on present commercial 
banking, clearly demonstrate their ignorance of the 
meaning of central banking. Even taking it for 
granted that its constitution and working satisfy 
national points of view, how could its active parti- 
cipation in advancing to people, one and all, make it 
unbiased controller of credit ? How could it hope 
to obtain good will and co-operation of other credit 
institutions, so essepti'al for its success, when with 
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their free deposits, it competes with them for com- 
mercial investments? And lastly as Sir Basil Blackett, 
the present Finance Member Ws pointed out, even 
there is danger, howsoever remote, of the bank’s not 
being able to command as great and as implicit a 
confidence as a central bank would, if it kept aloof 
from every day commercial bankii^. In times of 
panic when the bank depositors begin to withdraw 
and the assets are not paid when they mature, would 
not such a bank be more than occupied with her 
commercial banking rather than be free to look to the 
general credit conditions of the country and extend 
assistance as bankers’ bank to other banks of the 
country ? Such a contingency would nullify the 
very purpose which a central bank is designed to 
satisfy. And also would not in that case the object 
of profit-making be primary rather than secondary 
and the mission of controlling and regulating the 
money market, the essential and main function of a 
central bank, be confined to the background ? 
Amalgamation of commercial and central banking 
may be considered as an unworkable proposition in 
the present day economic conditions. 

^ The best argument for not interfering with the 
Imperial Bank in this connectionisthat fourmembers 
of the Commission, including a managing governor, 
who are intimately connected with the bank, have 
endorsed the proposal of starting a new bank alto- 
gether. The cry that has been raised in the press 
against the formation of a distinct central bank 
is reported to come from interested quarters. But 
such sectional considerations should not be allowed 
to interfere with national , purposes. 
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The Imperial Bank can suitably expand its 
commercial banking activities. It has past tradi- 
tions, past prestige and past experience for commer- 
cial bankii^ which are advantages great in themselves. 
It should be able to flourish even much better when 
the restrictions now imposed on its working are 
removed. Possibly, in the beginning the withdrawal 
of about Es. 30 crores of deposits due to the trans- 
ference of government, semi -government, and bank 
balances to the new bank may affect its resources 
to an appreciable extent, but on the other hand it 
would be free to allow interest on current acc<»unts 
as well as raise its rate of interest on savings and 
fixed deposits and thus attract a portion of fimds 
which hitherto has been lured by higher interest 
to other banks. But if it is still apprehended that 
such measures would not sufficiently remedy the 
disturbance which withdrawals migh-^jcause, arrange- 
ments could be made for financial assistance at the 
new bank, within certain limits, for a certain period 
at a reasonable rate of interest. This arrangement 
may be incorporated in the charter of the new bank 
or left to the dehberations of the Banking Coimcil. 
We do not recommend acceptance of the Currency 
Commission’s proposal to entrust agency work of the' 
bank of issue to the Imperial Bank. This will not 
only be a deliberate and distinct disadvantage to 
other banks but even increase the Imperial’s power 
te a much greater extent than at the present time. 
With the restrictions removed on its business and with 
a supply of cheap or free funds, it will be in an un- 
rivalled position, dominating over all other banks 
and interfering with the general banking development. 
The central banl^ should thus not be restricted to 
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entrust agency business to the Imperial but be free 
to make any arrangements which suit its purpose 
the best or which are calculated to advance banldng 
progress. Possibly as the result of divestation of 
government connections, the Imperial Bank may 
close some of its branches. If branches are closed 
at places where other banks exist, there w'ill be no 
harm done to the country by the extinction of such 
connections, because banking facilities on the part 
of other banks will continue with greater vigour. 
At present the unequal competition on the part of the 
Imperial at such small centres is not only unprofitable 
to it, but hampers legitimate profits of other banks. 
With this impediment removed the other banks 
will have better interest and energy in expanding 
their work and will rise to any occasion as may be 
demanded by local trade. But if on the other hand, 
business at places where there are no other banks, 
be found unprofitable that will show that either 
the methods of Imperial’s working requii’e remodel- 
ling or readjustment or sufficient exertions have not 
been made to develop business; or in the last source 
there is no need for banking services of the 
type of a joint stock bank— possibly a smaller 
local institution of a class referred to in later chapters 
is all that is wanted. In the former two cases the 
instinct of earning will make the Imperial Bank 
explore the field thoroughly and thus be more 
serviceable to the community ; and in the latter, no 
injury will be done by such closure. 

There is another way in which Imperial’s present 
oiganization can be utilized. Possibly it may be 
a good idea to transform it into the first Indian 
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Exchange Bank. We shall develop this idea in a 
subsequent chapter. 

The agreement which exists between the Govern- 
ment of India and the Imperial Bank, whereby the 
latter is appointed the sole banker of the former, 
is still to run for about four years more. Its can- 
cellation, however, should not prove an insurmount- 
able obstacle. If the new banli is to come into 
existence the Im].)erial Bank would not be too parti- 
cular to j)lead the continuance of the agreement 
on the ground of miexpired period. Special assis- 
tance of cheap funds as already recommended, or 
any other suitable compensation for such unexpired 
period or its transformation into the first Indian 
Exchange Bank, should be a sufficient advantage 
to satisfy the Imperial’s claim in this respect. We 
do not approve of the Commi.ssion’,s recommendation 
that tlie Capital of the Reserve Bank should in the 
first instance he offered to the shareholders of the 
Imperial Bank to compensate them for the loss of 
Government banking busine,ss and for the cancellation 
of their agretmient. Such a course will lead to the 
indirect concentration of the control of the bank of 
i.ssue in the Imperial Bank and thus negative the very 
i^easons which have induced the commission to re- 
commend establi.shment of a separate central bank. 
With all restrictions removed on its business, with 
the ownership of the bankers’ bank and with 
the consequent determining voice in that bank’s 
affairs, the Imperial Bank would be a gerater menace 
to the banking of the country than it has been in 
the past. Compensation to the Imperial Bank for the 
loss of its contract sliould not take any shape which 
woqld increase its competitive power as compared 
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to other banks. Of all banks Imperial on account 
of its prestige and power, least deserves such 
favouritism. In addition to wliat has been said above 
in this comiection, or what will be said in the ehapter 
on Indian Exchange Banks, if there is anything 
further needed to compensate the bank, we would 
suggest that a portion of the profits of the proposed 
Reserve Bank be handed to the Imperial during 
the remaining number of veal’s of the contract. We 
should not go fui’ther. Nor should we lecoimncnd 
an award of a lump sum from the tax-payers’ money, 
about which there is some talk. If the Imperial Bank 
does not accept compensation of the nature referred 
to, but insists upon the continuance of its contract, 
we think it would be better to let the same continue 
and defer establishment of the Reserve Bank till the 
contract period is over. In that case, of coarse, the 
Imperial Bank will not get anything, nor should any 
preferential treatment be shown to it. 

Having settled this important point about the 
formation of the central bank the question about 
the name arises. The Commission have suggested 
that it should be called “ the Reserve Bank of India.” 
The word “Reserve ” suggests some sort of similarity 
with the Federal Reserve System and it would be 
better if a name without the inclusion of this word 
be decided upon. Also we should see if a native word 
for India vvill not be more appropriate. The name 
“ Bank of Hindustan ” or “ the Hindustan Central 
Bank ” will answer this purpose better. They also 
resemble the names of most of the central banks hi 
Europe and may possibly be foimd acceptable to all. 

The bank on account, of tke speciality of its 
purpose and functions should naturally be incorporat- 
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ed by a special charter i.e. by a special act of the 
Indian Legislature. We have broadly discussed in the 
preceding chapters what the functions of a central 
bank are. We shall not repeat them here nor give 
arguments or explanation concerning such functions, 
but simply refer to the principal provisions which 
should bo incorporated in our central bank’s charter. 
Some remarks may be made to clear the purpose 
wherever necessary. The provisions are based 
on what experience in other countries has shown 
to be the right principles on which the banks of 
issue should work. Adjustment is, of course, made 
to suit the peculiarities of Indian requirements. 
For the benefit of those who may wish to know 
something about the constitutions of other similar 
banks we are giving in the Appendix Charters of 
the Netherlands Bank and the Reichsbank. 

Period op Charter 

The Charter should be for a period of 30 years 
in the first instance but renewable thereafter for such 
periods, with such modifications and under such 
conditions as the actual experience of working may 
warrant. During this initial period of 30 years 
changes in the constitution may take place if approved 
by the three-fourths of the Banking Coimcil, the three- 
fourths of the shareholders of the bank, according 
to their voting strength, and by the three-fourths 
of the members of the Legislative Assembly or of 
a* body corresponding to it. 

The period of thirty years is sufficiently long 
to enable the bank to assume full res- 
ponsibilijiies imposed upon it as well as 
to show satisfactory working. If the 
results 'are not up to the expectation or 
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if weakness prejudicial to smooth working 
or national interests is revealed, steps 
could be taken to improve the constitution 
as provided for. The limits on voting 
have been fixed so as to assure that 
there are very strong grounds, more or 
less unanimous, on the part of all the 
parties concerned to make changes. 

Capital 

Capital of the bank should be Rs. 10 crores out 
of which Rs. 5 crores should be paid up and the 
balance should remain as uncalled liability. It 
should be left to the Bank’s Board of Directors with 
the advice and consent of the Banking Council, 
to determine when and in what instalments further 
calls should be made, if necessary. It should also 
be open to the shareholders to increase the Capital 
if approved by three-fourths of the Banking Council 
and the Govemor-General-in-Council. Conditions 
as to the terms of such increase should be mutually 
settled by the above parties on the same principles. 

The Capital* of the bank should be open for sub- 
scription in rupees in India and to Indians in the 


* The Hilton Currency Commission has recommomlod that the 
capital of the JEloservo Bank of India should in the first instance bo 
offered to the shareholders of the Imperial Bank. Actjeptanco of this 
proposal would ‘ virtually mean entrusting the control of the bank 
of issue to the Imperial Bank. Nothing could be more unthinkable 
than this. In the reorganized state of affairs, the Imperial would 
be nothing more them a mare commercial bank and to give directing 
and determining powers to it would result in its acquiring tremendous 
oompotitive advantages over other banks and in giving terrible blow* 
to Indian banking. Such a recommendation nullifies the very 
canon of Central Banking which requires their management and 
credit policy to be unfotlerod and unbeused. Capital of a Central 
Bank should be widely distributed amengst the people of its country 
BO as to give scope for representation of as largp a number of national 
interests and economic activities as ^lossible. 
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first instance. If, however, it bo considered necessar 3 ' 
in the interests of the Empire or of the existing 
English commercial and banking interests, one fourth 
of the capital may be permitted to be subscribed 
by such of the non-Indian subjects of His Majesty 
as do not belong to a colony or a dominion where 
disabilities of any kind, whether in this or other 
respects, are impased upon Indians. Ordinarily 
only individuals should be rt'gistered as members 
but if considered desirable there would be no harm 
if a portion of the Capital is set apart for subscription 
by the joint stock banks of the country. 

Large subscribed Capital will give greater 
strength to the bank’s wwking and at the 
same time amount of profits to be dis- 
tributed to the sharcholdei’s will be only 
limited to the amount of ( apital actually 
jiaid-up. Restrictions on the nationality 
of subscri bers are naturally prescribed in 
the interests of India so that its working 
may be actuated by national considerations. 

Shares 

Shams should be of Rs. 1,000 face value out 
of which Rs. 250 should be paid on application, 
Rs. 250 on allotment and the balance in calls as 
may be determined under provisions of the last 
section. 

If a portion of the Capital is decided to be 
offered to non-Indian British subjects two classes 
of shares should be introduced called “A” and 
“ B ”, the former being issued in the case of purely 
Indian subscriptions and the latter in the ease of 
non-Indians— “ A*” shares will be issued for Rs. 750 
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lakhs and “ B ” shares for 250 lakhs. Transfers of 
“ A ” shares should be restricted to the people of this 
country but “ B ” shares may be transferred without 
any such limitation so long as the transferee is 
a British subject. Both the classes of shares should 
rank equally in all respects. Approval to transfer 
shares should rest in the hands of the board of 
directors. Ordinarily there would be no objection 
to such transfers unless the directors are of opinion 
that the transferee would not be able to pay further 
calls if they be demanded. In such a case the 
transferee should have option to deposit approved 
securities to guarantee such payment ; but if still 
the director refuse registration of the transfer, 
the transferee should have right to ap]x>al to the 
Banking Council whose decision should lx? final. 

In case continuance of a particular shareholder 
is undesirable in the public interests, his name 
should be liable to removal from the register of 
members, provided this action is approved by the 
Banking Council. In such a case he should receive 
compensation for the sliares held at the average 
rate prevailing in the market in the preceding month 
or at the rate ruling on the day of removal, whichever 
is higher. The board of directors should dispose 
of such shares as best as they think within six 
months. 

Votes and Meetings 

Each share should entitle its possessor to one 
vote with the stipulation that no one shareholder 
whether acting for himself or for others or for himrelf 
and others collectively should epjoy more than 100 
votes. Voting by proxy should be permissible under 
usual conditions. . » 
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This provision is designed to prevent control 
of the bank falling into the liands of 
a particular group or section. The 
Currency Commission have recommended 
a limit of 10 votes but it is too small 
to admit of any concentrated and quick 
action, should circumstances require 
urgent solution. The Reichsbank has a 
limit of 300 votes. 

Voting in connection with elections and other 
propositions, which can be previously communicated 
through post or notification, can be made by share- 
holders through post, provided the voting papers 
are filled in the presence of certain designated officers 
who should authenticate the signatures. As a 
further check the signatures can be compared with 
the specimens on record. 

In a vast country like India where distances 
are great and consequently personal 
attendance may entail great expenditure, 
a provision like the above will ensure 
exercise of rights of shareholders, some of 
whom may otherwise be not able to 
exercise their influence on important 
issues. 

General Meeting of the shareholders should take 
place once every year. Special and Extraordinary 
Meetings may take place under usual conditions. 
Limits upon the number of signatories competent to 
summon a special meeting should be prescribed on 
tlid general lines governing such purposes. 

Directors 

Possession of a minimum number of 50 shares 
should be a necessary, qualification for any share- 
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holder to be elected as a director. This condition 
should not operate in the case of s|)ecial directors 
referred to below. 

The total number of the directors of the bank 
should be twelve : (i) Five out of this number should 
be ordinary directors. to be elected by the shareholders 
in the annual meeting but with the limitation that 
not more than two should be from each presidency 
and not more than one from each of the provinces ; 
(n) Two directors should be elected by the banks of 
the country voting according to the scale laid down 
in the Bank Law ; (m) The Comptroller of Banks 
or any other Officer representing him and the General 
Manager of the Bank (referred to below) should be 
ex-officio directors; (iv) The remaining three directors 
should be nominated by the Govemor-General- 
in-Coracil with the advice and consent of the Bank- 
ing Council, In the case of there being any disagree- 
ment between these two lK>dias the nomination "may 
take place sepa.rately, the Banking Council naming 
one and the Governor-General-in-Council the other 
two. Directors of the type (i) should not be connected 
with other corporate banks in any capacity what- 
'soever. At the most one out of the two directors of 
class {ii) may be a person connected with corporate 
banks but the other should under no ease be so con- 
nected. Directors of the class (iv) should have no 
limitation upon the business they carry on in their 
individual capacities. 

The qualification as regards possession of shares* 
should not apply to the director of the class (ii), 
(iii), and (tv), who should he designated as special 
directors. There should however be no distinction 
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as regards powers and privileges between ordinary 
and special directors. 

The above composition of the Board of 
Directors will safeguard all the interests 
concerned. Any inequalities whether as 
regards representation of provincial or 
economic interests can be levelled by 
the exercise of nomination powers reserved 
to the banks, the Banking Council and 
the Govemor-General-in-Council. 

At least nine of the directors of the bank should 
be Indians. To arrive at this figure restrictions 
will have to bo placed on various classes of directors. 
It would be sufficient if the number of non-Indians 
be at the most two in case of {i) and the total of 
such non-Indian directors under (i), (m) and (iv) 
should not be more than three — -assuming that the 
directors elected by {ii) would be Indians. 

The directors should elect their own Chairman 
and Deputy Chairman every alternate year. 

The term of office of the directors of the type 
(i) should bo five years but one of them should retire 
by rotation every year. The other directois, ex- 
cepting ex-officio directors, should hold office for two 
years at a time, it being so arranged that the nomina- 
tion or election of the classes {it) and (iv) should 
take place in the alternate years. 

. Conditions which usually govern the continuance 
in office of the directors of corporate concerns, their 
responsibilities and duties should be prescribed, but 
as they are matters of ordinary detail we think it 
unnecessary to enter into them here. 
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Branohrs 

The bank should have its Head Office at Bombay 
and Calcutta, every alternate year. One principal 
branch should be established in the capital town 
of each of the various presidencies and provinces. 
If the directors decide and the Banking Coimcil 
approves branches may be opened at other principal 
cities where large commercial and banking transac- 
tions take place so as to provide facilities for local 
banks. 

The bank should bo free to make agency arrange- 
ments with any bank or banks as it may deem 
expedient at places where it has no branches. 
Government Tn^isury business and other work for 
which the central bank is resjxmsible should be 
permitted to be transacted through such agencies. 
The bank should be free to decide the terms on 
which such agency connections are estal)lished. 

The bank should not open any branches outside 
India but should be free to open accounts or make 
j^ency connections with foreign banks or with 
branches of Indian banks working abroad. Settle- 
ment of details in such matters should be left to the 
Board of Directors. 

Arrangements made for agency work both 
inside and outside India should be communicated 
to the Banking Council and should be subject to 
their veto. 

Management 

The management of the bank should be carried 
through an officer called the General Manager, under 
whom should work Managers. Officers in-chaige of 
important branches like Bomhay^ Calcutta, Madras, 
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etc. may be designated Special ManageTS§, as naturally 
they will enjoy special powers, which it would not 
be necessary to entrust to managers of less important 
branches. It would be advisable to place such big 
branches in chaise of two Joint Special Managers, 
at least one of whom should be an Indian. Less 
important branches can be put in charge of officers 
who may be called Managers. It is imdesirable to 
designate the principal officer of the bank as 
Managing Governor or Governor as it conveys a sense 
of autocratic power. 

The Continental and American banks find the 
word “ President ” more appropriate but it is likely 
to be mixed up with the word chairman. The word 
“General Manager” represents the active connection 
with management much better. 

The General Manager and Special Managers 
should hold at least 25 and 10 shares of the bank 
respectively, in their own names. 

The General Manager should be appointed by 
the Board of Directors with the advice and consent 
of the Banking Council. Tlie appointment should, 
however, be approved by the Govemor-General-in- 
Council who should have power to veto thrice such 
appointment at any one time. In case the Banking 
Council and the Board of Directors do not agree at 
any time, the selection should rest with the 
Gpvemor-General-in-Council. 

The Special Managers should be appointed by 
the Board of Directors but approved by the Banking 
Cotuicil. Appointment of ordinary managers should 
entirely rest with the di^tors. 

§ They can algo be fitly designated as Presidency MAnagerg. 
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Tenn of office for a General Manager should be 
five years but he should be eligible for re-appoint- 
ment. He would be the Board’s mouth-piece in 
all matters connected with the bank and the public, 
as well as be its chief instrument for carrying on the 
bank’s duties. 

The selection 'for appointments of General 
IVfe-nager, Special Managers and Managers should not 
be restricted to the bank’s ordinary staff but the 
authorities should be free to select most suitable 
men for such posts wherever available. 

Local Advisory Committees 

Management of each branch should be guided 
in its business by a local advisory committee. 
Powers of such committees as to the limits, within 
which they can authorize the local manager to do 
business m ithout first obtaining sanction of his head 
office, can be fixed in advance. The functions of 
this body should ordinarily be, merely advisoiy and 
recommendatory. Their views should receive the 
Board of Directors’ best attention when fixing dis- 
counting and rediscounting facilities. 

The Committee should consist of six members. 
The Examiner of Banks and the local Manager 
should be ex-officio members. The Board of Direc- 
tors should appoint two members ; the Banking 
Council should appoint one and the local Government 
should nominate the remaining sixth mmber. 
Besides the above six members, the directors of the 
bank that may be residing in the local province 
should have right to join such coinmittees whenever 
they find it convenient to (To so. , 
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The appointment of committees of this nature 
will ensure full local representation as 
well as proper control over credits granted. 
Such a representative body will make dis- 
counting of bills of bogus and worthless 
parties impossible and thus prevent losses 
of the nature in wliich the Lucknow 
branch of the Imperial Bank was involved 
sometime back. The Bank of France 
appoints such committees to assist its 
branches and the arrangement is found 
of great value by its directors. 

Business 

Deposits 

The bank should open accounts free of charge 
8ubjec"t to any limits tliat may be prescribed from 
time to time upon the minimum balances which 
should be maintained. No interest should be 
payable on deposits whether current or fixed. The 
Banking Council may, however, restrict by three- 
fourths majority the nature of clients other than 
banks and bankers who can open deposit accounts 
with the bank. 

Note. — Nothing under this clause should prevent the bank from 
taking loans on interest in India and/or outside when such a course 
is doomed necessary and approved by the Banking Council. 

The Government of India and the Provincial 
Governments should keep all their funds with the 
bank or with the agencies that may be appointed 
'by it. As far as possible the system of government 
.treasuries should be completely abolished so that 
all the available cash of the Government may be at 
the disposal of the country through its central bank 
and there may not be any disturbance to the market 
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through the transfer of money from the people to 
the Government due to payment of land revenue, 
taxes, etc. The Central Government should, how- 
ever, be free to transfer its funds partly or wholly 
to any other banking concern, where such transference 
is considered in the public interests, with a view to 
save an institution in difficulties or for similar public 
purposes, provided such a course is approved by 
three-fourths of the members of the Banking Council. 

A provision of this nature is calculated to 
enable the Goverimient to intervene and 
give a helping hand whenever circiun- 
stances may warrant such a course. When 
two of the most important banks of Italy, 
viz., Banque Italiano Disconto (present 
Banque Nationalc de Credito) and Banque 
de Rome wore in difficulties some years 
back the Italian Government immediately 
transferred their funds to them and 
subsequently helped them to reorganize. 
This saved big banking crisis and the 
banks were ultimately able to regain the 
same position of confidence which they 
enjoyed in the commercial life of Italy, 
before their difficulties started. 

In case banks choose to lodge security with the 
Comptroller of Banks, required under the Bank 
Law {see next chapter), in the shape of deposit 
receipts of the central bank, it should receive such 
deposits at rates of interest to be determined by 
the Banking Council from time to time which 
should, however, be not more than the bank’s 
official rate of discount. Such deposits will be 
withdrawable under the instructions of the Comp- 
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troller of Banks when a banking concern is in 
difficulties or is requited to be wound up by the 
Banking Council. 

All the banks of the country whether incor- 
porated under the Bank Law or under special 
charters should keep their accounts with the Central 
Bank’s branches located in the povinces where they 
have branches, so as to be able to partake in the 
clearing house settlement (see below). 

The Bank should maintain a cash reserve of at 
least 40 per cent, of its demand liabilities, other 
than in respect of notes issued — cover for which is 
referred to hereafter. If at any time this condition 
is violated the bank should pay penalty on the 
deficiency at the rate of discount then ruling, consi- 
dering the amount of deficiency as a day to day 
advance to the bank. Also no further advances 
should be made or any profits distributed, unless 
the deficiency is made good. 

The banking law of America requires a cash 
reserve of 35 per cent, on the part 
of the Federal Reserve banks. The law 
of the Reichsbank requires a cover of 
40 per cent, in this respect. As the bank 
of issue is practically bankers’ bank, 
that keep major portion of their cash 
with it, it is essential that the cash 
reserve of the central bank should be 
always strong, because if at any time 
it happens to be insufficient, the whole 
banking system would be dislocated. 

Investments 

The bank should be permitted to invest its 
funds in the following channels. It should not 



vni. 


CENTBAL BANK 


193 


make unsecured advances or advances against im- 
movable property. 

(i) To buy and sell gold whether coined or 
uncoined ; 

(n) To discount, buy and sell bills of ex- 
change, promissory notes, trade and 
bankers’* acceptances, or other commer- 
cial paper, with a currency of not more 
than three months, and in respect of 
which at least two obligees of known 
solvency are responsible, one of whom 
is a person of Indian nationality or a 
firm consisting of such people or a 
corporate company oi bank registered in 
India with at least three-fourths of its 
capital owned by Indians. 

If the last signatory to the instruments referred 
to above be a Co-operative Credit Society or an 
agricultural bank, and the finance is required for 
bona-fide agricultuial needs, the period of maturity 
may be exceeded to six months. But the total of 
such credits granted should not exceed one-fourth 
of the bank’s total discounts. 

The condition of Indian signature is necessary 
to enforce that credit of the bank is 
primarily meant for the people of the 
country. Such stipulation is made in 
charters of other central banks also. 
Those who have been in touch with the 
practical banking in India will recollect 
that the late Tata Industrial Bank* 
was denied rediscoimting facilities by 
the Bank of Epgland on the ground 
that its charter di^ not permit such 


13 
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credit to persons or concerns that did 
not belong to England. 

The operations and facilities referred to in this 
clause should usually be extended i,n the case of 
genuine conmiercial and agricultural transactions. 
This restriction may, however, be not insisted upon 
when a bank wishes to rediscount paper for the 
purpose of financing securities of Government of 
India, Provincial Governments, local authorities 
or bonds of mortgage banks. The matmity of such 
obligations should not exceed three months. 

(in) To buy from and sell to banks, bankers, 
and parties approved by the Board of 
Directors, transfers by telegrams or 
letter and sight drafts, payable at any 
place in India. 

{iv) To make loans for a period not exceeding 
three months on the security of the 
following “movable” objects: — 

(а) Gold and Silver, whether coined or 

uncoined, or the documents relating 
to the shipment or storage thereof. 

(б) Such negotiable paper as is eligible 

for purchase or discount, with the 
limitation that advances against 
“ agricultural paper,” referred to at 
(ii) do not exceed 25 per cent, of 
the total advances. 

(c) Merchandise whether in the bank’s 
godowns or in approved warehouses 
in India to the extent of not more 
than two-thirds of its value. 
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(d) Stocks, funds, and securities in which 
a trustee is authorised to invest 
trust money. 

(c) Foreign bills, drafts and acceptances 
as may be eligible for purchase by 
the bank as referred to in (ii). 

{v) To buy from and sell to banks, bankers 
and parties approved by the bank’s 
directors, in amounts of not less than 
the equivalent of Rs. 1 lakh, transfers 
by telegram, or letter, sight drafts, trade 
acceptances, banker’s acceptances and 
bills of exchange (including treasury bills), 
drawn in or on places in such foreign 
countries as adhere to the gold or gold 
excliange standard and do not restrict 
export of gold, of a maturity not exceeding 
90 days and it may keep in such foreign 
countries credit balances with banks or 
bankers as may be approved by the 
Banking Council. 

{vi) To buy and sell all securities as are 
eligible for the cover of the note issue. 

(m) To invest a sum not exceeding its paid-up 
capital and reserve, in Government 
and other securities as may be approved 
by the Banking Council, maturing within 
ten years, and deal in such securities 
within this limit. 

{viii) To buy and sell Government and* 
other securities approved by the Banking 

Council, which have not more than six 

» 

months to run, provided the total of such 
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securities held does not exceed 26 per 
cent, of its demand liabilities. 

{ix) To make advances to the Government 
of India under such conditions as regards 
amounts, period of payment and rate of 
interest as are approved by the Banking 
Council—no such advance to remain 
outstanding for more than 12 months. 

(a’) To purchase and subsequently sc'll, when- 
ever necessary, properties required for its 
habitation. 

(xi) To buy properties, merchandise, shares, 

(including its own) and other articles 
whenever such a course is deemed neces- 
sary to safeguard monies originally 
advanced with good and bonafidc inten- 
tions. All such purchases should, 
however, be sold off within one vrar 
from the date of purcliase, excei)ting 
inunovable properties where the period 
may be extended to five years. The 
Banking Council should have discretion 
to j)ennit extentions of such periods 
whenever special circumstanct's may 
warrant such a step. 

(xii) To subscribe to the capitals of special 

banks (refeiTed to later), as may be 
required by the Banking Council, 

(xiii) I’o extend sjiecial credit lines on special 
terms to credit institutions and banks 
as may be authorised by the Banking 
Council. 

(xiv) To give assistance to banks that may be 
iff temporary difficulties, provided such 
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a stop is sanctioned by at le:j»st nine 
members of the Banking Council. 

f Note. — We think it will be in the interests of 
banking in general if the Central Bank’s dealings as 
regards discounts, advances, etc., arc ordinarily res- 
tricted in the first instance to banks. If at any time 
banks abuse this privilege and put up cost of credit 
unduly high or starve some legitimate and deserving 
economic activities from credit or do not bchiavc 
properly in the matter of rationing credit, the Banking 
Council should have power to permit the bank to enter 
gcnei'iJ market. Provisions enabling the bank to deal 
with public have been simply suggested with a view not 
to create any constitutional or legal disabilities if such 
an occasion arose. Also the Banking Council should 
have power to increase limits prescribed on the amount 
of other investments, temporarily or for stated periods, 
if such a course be deemed necessary. At times the 
Central Bank will be faced with large surplus and idle 
funds, which if uninvested may mean loss of income. 
The Federal Reserve Act of the Urited States of America 
give.s similar authority to the Ftjdcral Reserve Board 
whereby it can permit the Federal Reserve banks to do 
“open market ” business, if that be ncecssary.] 

.Agency 

Tlic bank should be free to do usual agency 
business which banks often do for their clients 
e.f/., collection of items, buying and selling of 
securities, etc. 

The bank should act as agent for the Government 
of India and Provincial Govenunents in the transac- , 
tion of the following kinds of business : — 

(a) Flotations of Public loans and manage- 
ment of Public debt, including Tieasiuy 
Bills. . * • 
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(6) Remittance and transfer operations. 

(c) Buying and selling of precious metals. 

(d) Buying, selling, transferrii^, and taking 

charge of any bills of exchange, securities 
or any shares in any public company. 

(e) In general to do all monetary or other 

transactions which may be expedient for 
the bank to do, in the public interests, on 
behalf of the Government. 

Internal Rupee Transfers 

The bank should be bound to transfer telegra- 
phically or by letter (as the remitter may require), 
any amounts tendered by other banks, from one 
branch to another, at the following rates : — 


Amount. Charges. 


Sums up to Rs. 10,000. l/4th of a ru[jee for every 

Rs. 1 ,000 or a part thereoi 
flvs actual telegiam 
charges. 

Sums over Rs. 10,000 1 /8th of a rupee for every 

but less than Rs. 1,000 or a part' 
Rs. 1,00,000. thereof plus actual tele- 

gram charges. 

Sums over Rs. 1,00,000 1 /10th of a rupee for every 

Rs. 1,000 or a part 
thereof plm actual tele- 
gram charges. 

I'he bank should be free to remit amounts on 
l)ehalf of the general public but cliarges for such 
transfers should twice of those given above. Also 
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the minimum sum to be transferred on account of the 
public should not be less than Rs. 10,000 on each 
occasion. 

One of the principal functions of a bank of issue 
is to cheapen the cost of transfer of money and the 
above provision is inserted to meet this requirement. 
At present the Imfferial Bank of India charges for 
transferring sums over Bs. 10,000, per cent, to 
the public, and per cent, to banks. This is high. 
In Germany Reichsbank cliarges ^ Mark for sums 
up to Marks 2,-500. Every additional Marks 1,000 
are transferred at the rate of 1 /5th of a Mark. But 
when transfers are made and received by parties 
having accounts with the bank, and amounts are 
large, only 1/lOth of a Mark is charged for every 
Marks 1,000. 

Currency Functions 

The banlc should have the sole right of issuing 
paper currency or notes in India which should be 
legal tender for all payments. The Government of 
India Gurrency Notes should be gradually withdrawn 
fiTHn circulation, say, within a period of five years 
from the date of commeneing business. In the 
• meantime, all the present currency reserves should 
be transferred to the bank which should assume 
responsibility for redemption of the Government 
Currency Notes. The bank should take up the 
sole responsibility of maintaining the gold 
or international value of Indian monetary unit. 
Although definite reserves for notes are suggested,- 
they should be secured by all the assets of the bank, 
including the uncalled liability.' Over and above 
this security, the Goveminent of India should 
guarantee their redemption.^ Li view of full reserves 
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and liquidity and safety of the bank’s business, 
this guarantee is more or less nominal and the State 
would in all probability be never called upon to pay 
anything towards this contingent liability ; still it is 
better to stipulate for it in the present conditions 
of India. The notes should be free from stamp duty 
and note tax. 

Foliowring piovisions should be prescribed in 
connection wnth this business : — 

(i) The amount of notes issued should be 

fully covered by a reserve consisting of — 
(a) A minimum of 40 (x>r cent, of gold, 
silver rujxes, and gold securities 
(approved by the Banking Council), 
of which at least half should be gold 
in India. 

(h) Not more than 30 per cent, of Govern- 
ment of India, and other securities 
{c.gr. bonds of mortgage banks, etc.) 
which may be approved by the 
Banking Council. 

(c) The balance should consist of bills 
of exchange discounted or purchased 
under its basiness powers. 

(ii) If at any time the reserves (a) and (b) 

are not according to the limits prescribed, 

there should be a penalty tax payable 

t to the Government on the amount by 

which such reserves are deficient, at a 

* late which should be made up of — 

(a) The discoimt i-ate, which should not 

be unde^ 6 jier cent, prevalent at 

the time, 

* 
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(h) Extra 1 per cent, for every difference 
of 5 per cent, or part thereof from the 
stipulated margin e.g. if the reserve 
(a) is 34 j)er cent, or reserve {b) 30 
per cent, and the rate of discount 
7 per cent, the penalty tax will be 
7-|-S=to 9 per cent, on 6T/100, 
where T is the total amount of notes 
iasued. 

The discount rate should be put up by | |)er cent, 
for every variation of 5 per cent, or part' thereof 
from the ratios prescribed for the different kinds of 
ounency reserves. 

[If considered nee(>ssary exemption for one 
week from penalty tax for a variation of less than 
5 per cent, may be permitted. Also if considered 
advisable by the Banking (Council the composition 
of the portion of currency reserve represented by 
metals and government securities may be jx^rmitted 
to continue on the present basis, but such facility 
should not continue for a jxriod longer tlian 5 yeai-s 
during which all the government notes are required 
to be withdrawn]. 

{in) The notes should be {)ayable on demand 
in legal tender or gold, as may be con- 
venient to the bank, at its principal 
offices like Bombay, Calcutta and Madras; 
but at other branches the redemption 

should be at the bank’s convenience, 

» 

unless a fortnight’s notice is given in 
which case the banjs should be bound to 
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pay such notes in gold or other legal 
tender (c.gf., silver rupees). 

(iv) If notes for a sum not less than Rupees 
1 lakh are tendered, the tenderer should 
have option to demand its equivalent in 
gold or if that be not jwssible in gold 
exchange on a country where export of 
gold is not prohibited. 

{v) The bank should have option to return 
silver rupees to the Government, when- 
ever their amount tends to be large and 
receive in return their equivalent in 
gold. 

The Currency Commission have recom- 
mended the amalgamation of Currency 
and Gold Standard Reserves. We think 
they should remain separate. The bank 
may administer the Gold Standard 
Reserve and make transfers therefrom 
when the number of rupees with it 
increases, but the final responsibility 
about its sufficiency should rest with the 
Government. 

{vi) The bank should make compensation 
for notes damaged or destroyed under 
usual rules which may further be approved 
by the Banking Coimcil. Notes out- 
standing^ for more than 20 years may be 
considered as,, lost and their equivalent 
should be paid^ to the State, which may 
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thereafter be responsible for their en- 
cashment if subsequently presented. 

Profits 

i 

The annual profits of the bank should be dis- 
tributed as under : 

(i) First 20 ’ per cent, to Reserve until it 
reaches 50 per cent, of Capital ; there- 
after such contribution may be reduced 
to 10 per cent. 

{ii) Over the balance, there should be first 
charge of cumulative dividend of 5 per 
cent, to shareholders. 

(iii) Of the remainder, 3 parts should go to 
the State and I part to the shareholders 
till their dividend has reached 8 per cent. 

{iv) If there is any surplus, the excess 
should be distributed in the ratio of 7 : 
I (7 parts to the Government and 1 part 
to the shareholders), till the shareholders’ 
portion allows them 10 per cent, dividend. 

(«) Any balance, after making 10 per cent, 
dividend po^ible for the shareholders, 
should go to the Government. 

(vi) Pa 3 nnents to shareholders in respect of (m) 
and (iv) may be either distributed to them 
or kept in a separate reserve for the 
purpose of equalisation of dividends, ^ 
the Directors may dwide. 

[ Note. — Share of profits due to the Government 
may foe utilised wholly or partly as loans with or with- 
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out interest, to Indian banks or as capital subscriptions 
to special banks or taken to revenue as the Legislative 
Assembly may decide at the time of annual budget ; 
provided, however, if the Banking Council decides by 
three-fourths naajority to utilise such funds for any 
purposes calculated to safeguard and advance banking 
interests, at least half of such funds should be so utilised. 
Government profits of this nature are reserved for the 
welfare of general and special banking activities in other 
countries. ] 

GENERAt 

Clearing Houses 

The bank should organize clearing houses for 
the settlement of inter-bank payments at places 
whore it h;ts branches. Everv bank registered under 
the Indian Bank Law should be admitted as a 
inernbor. Admission of banks not registered under 
Indian Law but licensed thereunder should be 
.siinctioned by the Banking Council. 

Safe Custody 

The bank should be free to receive securities 
and valuables for safe custody. 

Audit and Examination 

The accounts of the bank should be scrutinised 
by two independent qualified auditors elected by 
shareholders at their annual meeting. One of them 
should retire every year by rotation but be eligible 
for re-appointment. 

« 

The Comptroller aqd Examiners of Banks 
should have same li^fets to examine the affairs of 
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the bank and to call any returns, as they have over 
other banks established under ordinary law. 

Discount Rate 

The bank should notify from time to time the 
rates of interest and discount at which it is able to 
transact business ptjrmissable to it. The bank 
should te bound to increase its rate of discount to 
any figure if the Banking Council by tliree-fourths 
majority so desires. 

Weekly Statement 

The bank should publish once every week on 
a certain fixed day its stahnnent of accounts as 
on the preceding working day. The statement 
should be published in two ])arts : (i) Issue Depart- 
ment, and {ii) Banking Dcpirtment. 'I’he percent- 
age of various reserves jidmissablc in (?,) and the 
cash reserve in (ii) should be mentioned in the 
statfunent. The statements should te in the 
following fonn . • 
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Weekly 

An account pursuant to the Bank Charter Act 

Issue De- 

Liabiuties. I Rh. 

Ban k Dotes issued 

Govern/ueiit of India notes outstanding 

i 

! 


Total 

(i) Batio of gold, gold securities and silver 

rupees to total notes outstanding, 
per cent. 

(ii) Ratio of gold in India to total notes 

outstanding, per cent. 
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vin. 


Statement. 

of .for the week ending. 

PARTMENT. 

Assets, ' Rs. 

Rupee coins 

Gold specie or bullion in India 
Gold specie or bullion outside India 
Government of India and other admissable securities 
Bills of Exchange admissablo ... ... i 


Total ... i 

I 

I 

{Hi) Ratio of Government of India and other 
admissable securities to notes outstanding, 
per cent. 

(iv) Ratio of Bills of Exchange admissable 
as securities, per cent. 
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Banking 

Liabilities. I Rs 

Capital subscribed 
Capital Paid-up ... 
liesorvo 

Deposits — • 

(o) Gevornment 

(/>) Banks ... . 

(c) Others 
Bills payable’ 

Ollier Liabilities 


Total 

t 

Eatio of cash to demand liabilities per cent. 

Ratio of gold and gold seemities to totals of 

notes outstanding and demand liabilities 

per cent. 

Ratio of gold in India to total of notes out- 
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Department 

Assets. ! .Ks, 

i 

Cash... 

Notes 

Silver Rupees 

Subsidiary Coin ... 

Bank Balances — 

Balance with banks in India 

Balance with ban ks outside India. ... , . . j 

Investments ... ... . 

Bills Discounted — 

(a) Doinosticj ... ... ... ... ■ 

(b) Foreign ... ... ... ... i 

(c) Government Treasury Bills. 

Loans advanced to Govern tnent 
Other Loans and advances. 

Capital holdings under the authority of the Bankinij; 

Council. 

Special loans uudor the authority of the Bank; 11/ 

Council. 

Other Assets ... ... 


Total 

standing and demand liabilities 

per cent. 

Dated the day of 192 

Oen^al Manager. 

’ t 


14 
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Balance Sheet 

The bank should issue balance sheet and profit 
and loss statement once in every six months. If 
the mid-year balance sheet discloses satisfactory 
state of accounts and profits, the directors may pro- 
visionally distribute profits on the basis already 
suggested, subject to the final adjustment at the 
end of the year. 

Taxes 

The bank should pay all taxes to which corporate 
IxKiies are liable e.g. income tax, local rates, etc. 
excluding the tax and stamp duty on notes issued 
as already provided for. 

Other Responsibilities 

It should be one of the primary objects of the 
banlc to look to banking development and render 
any special facilities as may be decided by the 
Banking Council, by at least three-fourths majority. 
The bank should, however, have right to appeal 
against such ordem to the IjCgislative Assembly 
whose decision should be final and binding. 

This assistance will generally be required by 
the special types of banks, like the Indian Industrial 
Banks, the Indian Land Mortgage Banks, the Indian 
Agricultural Banks, the Indian Exchange Bank, 
etc. ; and the assistance will be in the form of sub- 
scription to their capital, special credit lines, special 
rates of discount, etc. It is not necessary that such 
facilities should be sanctioned permanently; it is 
sufiicient if they are allowed temporarily from time 
to time w’henever expedient. We shall give some 
idea of such facilities in the relative chapters. 
Charters of other countries impose definite obliga- 
tions in th^ respects uixm their banks of issue. 
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We, however, think it desirable to entrust powers 
in this behalf to the Banking Council and the Central 
Legislature who should regulate such facilities as 
circumstances may warrant. 

In times of banking and financial crisis the 
Central Bank should co-operate with the Banking 
Council to create emergency measures and give 
emergency financial help to banks to tide over the 
situation. The nature and amount of its assistance 
will naturally depend upon the individual circum- 
stances. If the banks are able to give permissible 
securities, the Central Bank can easily advance 
against them. In other cases special sanction of 
the Banking Council and the Governor-General-in- 
Council as already provided for may be necessary. 
In cases where the security is not considered suffi- 
cient or liquid, the Central Bank may insist on the 
Government’s guaranteeing the advance. If the 
panic is widespread and general the Government 
may be approached to declare moratorium. During 
the Japanese banking crisis of this year the Japanese 
Government sanctioned moratorium in the first 
instance and later authorized the Bank of Japan to 
advance over 200 million yen to the Japanese banks, 
under the Government guarantee. 

Liquidation 

If the bank be liquidated at any time or its 
charter be not renewed at its expiry, all the assets 
should be valued by a committee of independent 
valuers, and the Board of Directors and the Legisla- 
tive Assembly should each appoint half of its mern- " 
bers. An umpire should be appointed by the 
Banking Council who should be referred to in case 
of equality of votes on any jnaitters and whose 
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decision should be final. All the assets should he 
written down, if necessary, by such amounts as the 
valuers’ report may indicate, first to the debit of 
reserve and then to the debit of capital. Tf, how- 
ever, there is any reserve available the same should 
be divided in equal parts between the shareholders 
and the State. 

Staff 

The Bank should be empowered to establish 
rules and regulations concerning recruitment and 
promotion of its staff, their i)ay, allowances, leave, 
pension, provident fund, and such other matters, 
provided future recruitment of clerical staff and of 
junior officers is restricted to the people of this 
country who should be made to pass departmental 
examinations to be specially instituted by the bank, 
for initial appointment and subsequent promotion 
to higher posts. The Banking Council should have 
power to veto any of such rules and i-egulations. 

I’his clause should not conflict with the ap- 
pointment of superior staff' referred to 
in an earlier section. The Reichsbank, 
the bank of issue of Cermanv, conducts 
its own examinations to control admission, 
and promotions in its service, which is 
working satisfactorily. Such a procedure 
w'ill lemove compliants of partiality on 
the part of the bank management and 
procure capable and promising young 
men who will discharge their duties 
j intelligently and successfully. 

Miscellaneous 

The bank should confomi in other respects to 
the general laws of the country, provided they are 
not inconsistent with its purpose. 

Note : writing the ^bove, tho Government has published 

the lioservo Bank which proposes to establish bank of issue in 
India. Tho bill is discu^oi in Appendix A. 



CHAPTER IX 

BANK KAW* 

Scope — Organisation-Incorporation — Classes of banks — 
Capital — Security Deposit- — Certificate to commence 
business — Diwmtors — Local represimtation — Business : 
Deposits, Cash and bank balances, Liquid investments. 
Bank acceptances, Advances and maxims of Safety, 
Liquidity and Diversity, Other investments. Agency, 
Safe Custody, Trust business — Accounts and Audit, 
Form of monthly statement — Government <»xamination 
and control — Safety fund — Clearing Houses — General ; 
Examination tax, Penalties, Voting Power of banks. 
Winding up, Date of operation. 

The purpo.se of this Chapter is not to give 
a cut a.nd dried Law in legal phraseology to govern 
joint-stock banks but to indicate main directions 
in which such law should be passed, giving ex- 
planation wherever neces.sary. We shall omit or- 
dinary provisions which are necessary for any joint- 
stock activity and which are found in the Companies 
Act of almost every country. '’.I’he Indian Bank 
Law will thus be the product of amalgamation 
of such provisions with the new clauses based on 
the principles enunciated in this chapter. 

Scope 

Every joint-stock company which uses the word 
“ bank,” “ credit,” “ discount,” “ investment ” 
“ savings ” or some such similar word or their - 
derivative in its name and/or which receives 

*Tho proposed provisions of the Ijaw refer to the commercial banks 
only. Modifications necessary for other types of banks should be 
based on suggestions given in subsequent* chapters. 
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deposits primarily with a view to carry on the 
business of discounting and/or advancing and/or 
financing, should be governed by the Indian Bank 
Act, modified wherever necessary, in view of 
sjiecial type of business, by supplementary 
measures governing constitution and working of 
such special institutions. 

Organization 

No bank in India should be peiinitted to be 
registered as a joint-stock bank unless at 
least five people of Indian nationality join to- 
gether to foiTO a bank and make an application 
to this effect to the Bank Examiner of the locality 
where the bank’s registered office is to be established. 
The application should contain all the particulars 
concerning names of such persons, name of the 
proposed bank, scope of business, capital, shares, 
field of operations, number and qualifications of 
directors and other important items. The Bank 
Examiner should investigate the question and 
ascertain whether there is any necessity of a new 
bank of the type applied for. He should submit 
the application with his remarks to the Comptroller 
of Banks who should finally dispose it of. 

Incorporation 

If , the application referred to above is sanc- 
(tioned, incorporation papers containing full facts 
concerning the bank, its capital, shares, first direc- 
tors, auditors, etc., together with the Memorandum 
and Articles of Association, all of which should 
not disagree in the essentials with the particulars 
disclosed in the organization application, should 
be lodged with thd Comptroller of Banks, through 
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the Bank Examiner, who should grant incorporation 
or r^istration certificate. Registration fee and 
stamp duty on such registration should be paid 
as in the case of other compinies with similar capital. 

Note. — It is undorstootl that orf^anization and incorporation ap- 
plications should not contain anything repugnant to tho Indian Bank 
Law. 

Classes of Banks 

Banks should be divided into different classes 
based upon the field of their operations. There 
should be: (i) Local banlcs which can have office 
or offices in a single city or town ; {ii) Provincial 
banks which can have branches in the province of 
habitation ; (iu) All India banks which can open 
branches in any part of India ; and(w) Overs as banks 
which can ojxjn branches in any part of the vwld. 

Capital 

No joint-stock bank should be registered as 
a company w'ith limited liability unless its minimum 
subscribed capital is according to the following scale. 

: Miniruuni 

Class of Banks. siibscribiMl 

i Capital. 

Local Banks ; 

Population in cities where the : 


bank is 

located — 

Rs. 

Not more than 5,000 ... ! 

50,000 

99 99 

„ 10,000 ... 

1,00,000 

99 99 

„ 25,000 ... 

1,50,000 

99 99 

„ 50,000 ... 

2,00,000 

99 99 

„ 1,00,000 ... 

3.00,000 

99 99 

„ 2,00,000 ... 

4,00,000 

Over 

2,00,000 ... 

5,00,000 

Provincial Banks 

10,00,000 

All India Banks , . . . 

25,00,000 

Overseas Banks 

: 50,00,000 
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Restrictions of the above nature are whole- 
some and shall prevent imdue expansion 
of branches without sufficient capital. 
Also capital should naturally be in 
proportion to the services which a 
bank wishes to render. And as such 
services would increasci with the popula- 
tion to be served it is logical to fix 
capital requirements in pi’oportion to the 
population. A bank with small capital 
and unrestricted number of branches 
will not command confidence requisite 
for such big organization nor be able 
to meet unforeseen circumstance, e.g. 
runs on it, and thus be in a constant 
danger of collapse. The National Bank 
Act of the United States of America 
contains a provision of this nature. 

At least three-fourths of capital should be 
offered for subscription to the people of this country. 

One-fourth of capitol should be paid at the 
application time, another one-fourth at the time 
of allotment and the balance in such calls as the 
Directors may decide oi* as may be prescribed in 
the bye-laws. 

The banks should have power to increase their 
capital at any time subject to the observance of 
usual formalities. At least fifty per cent, of such 
new capital offered and taken up should be collected 
within six months from the date of subscription. 

No bank should be permitted to issue its shares 
at discount. Ordinary brokerage or underwriting 
commis.sion may be permitted at or under rates 
notified by the Bankipg Council fronj time to time. 



tx. 


BANK LAW 


217 


One-tenth of the pjiid up capital should be 
lodged as “ Security Deposit ” with the Comptroller 
of Banks. The security may be in the form of 
Government paper or sjiecial deposit receipts of 
the Central Bank as referred to in the last chapter. 
The security should remain under the control of 
the Comptroller of Banks for the benefi t of the 
bank’s creditors. Interest receivable on such security 
should be jiaid to the bank concerned. 

Certificate to commence business 
This certificate should be granted by the 
Comptroller after the following formalities are 
complied with : 

(i) All necessary returns aio lodged; 

{ii) All conditions are complied with; 

(Hi) At least half the amount of subscribed 
capital is collected and a declaration 
to that effect, signed by a jirincipal 
officer of the bank, is lodged; 

(iv) One-tenth of the paid-up capital is 
lodged as security.* 

Directors 

There should be two classes of directors : 
Ordinary and Special. Both of them should rank 
equally in all respects. Ordinary directors should 
be elected by the shareholders, necessary qualifica- 
tion being holding in their own names a minimum 
number of shares. Si)ecial directors should be 
elected by the depositors of the bank from amongst 
themselves, necessary qualifications being : (i)' 
Possession of minimum deposit, in their own names, 
equivalent to twice the paid-tip amoimt on the 

* This is hereafter referred to " Security# Deposit.” 
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number of qualification shares ; (ii) They are not 
borrowers of the bank. The number of special 
directors should be at least two but not less than 
one-third of the ordinary directors. Such a number 
should be divided in two parts in proportion, as 
nearly as possible to the totals, as at the close of 
every two years, of deposits payable on less than 
one week’s notice (including demand and savings 
deposits) and of those payable on longer notice. 
The division of special directors as thm determined 
should continue in operation for two years. Each 
class of the above depositors should elect special 
directors thus fixed from the depositors possessing 
minimum deposit qualification, voting in proportion 
to the amount of their deposits. For the first year 
after the establishment of a bank the appointment 
of special directors may cither be dispensed with 
or made by the ordinaiy directors. In the case 
of special directors elected by the depositors, it 
should be within the power of the ordinary directors 
to reject election of any such director, if he be 
connected with any other bank as a director or 
manager or holds any office of remimeration under 
the same. To insure that undue advantage in 
voting power is not obtained from any deposit 
by transferring it from one bank to another, the 
election of special directors of all banks .should 
take place as on a fixed day annually. Further, 
fitems not actually collected, cleared or realised 
should not be taken in determining the credit 
balances on which voting power depends. C^ual 
vacancies on the directorate should be filled by the 
Board of Directors from the shareholders or de- 
positors as the <case may be. 
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The general complaint against the bank 
directors in India is that they are re- 
cruited from the borrowing class who 
sometimes gamble with the depositors’ 
money. A provision entitling depositors 
definite representation will produce great 
confidence, as their appointees will 
naturally see that theii- money is not 
dissipated in worthless or unsatisfactory 
advances. Some may say that imdesir- 
able jDersons might get on the directorate 
in this manner, but as the directors 
have power to refuse opening or con- 
tinuance of accounts, they can always 
arrange that such people are not on 
their depasit ledgers, which means that 
they cannot be elected as directors. 

Arguments may bo advanced that there 
would be somti difficulty in arranging 
such elections. We hasten to assure 
that the matter can be easily settled. 
Let the depositors willing to serve as 
directors and qualified for the same, 
submit their names to the bank. The 
bank should scrutinise such applications, 
reserve minimum balances and notify 
their names in the press. The depositors 
should be asked to send their votes 
by post, if necessary, by the appointed 
day, balances on which day would 
determine the voting strength. The 
correctness of the signatures of depositors 
on the voting irapers could be verified by 
comparing them tlie specimens on 
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record. Banks are adopt in such com- 
parisons. In fact, one of their principal 
obligations to pay correctly, sums or- 
dered by their customers, depends for 
its successful discharge, primarily upon 
correct verification of the signatures. 
They have taken such a responsibility, 
although consequences of loss due to a 
mistake in such verification can be very 
large. They should have no objection in 
taking a similar responsibility when the 
question of election of directors by the 
depositors is concerned. Within a fort- 
night of the appointed day the votes 
could be classified and the result an- 
noimced. The facility of electing direc- 
tors through post may similarly bo 
extended in the case of ordinary direc- 
tors as well. 

The term of office of ordinary directom .should 
not l)e for more than five years but the .specrial 
directors should hold office for not more than two 
years. Retirements should, however^ teke place 
every year either by rotation or by lots. The 
retiring directors should be eligible for re-election. 

In the case of local and provincial banks at 
least half of the ordinary directors should have 
resided for a period of one year immediately pre- 
ceding their appointment, and continue to so re- 
side during the period of their directorate, in the 
district or province in which the bank's chief office 
is located. 

In the case of all banks at least three-fourths 
of the directors should be Indians. 
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Some restrictions should be prescribed about 
the inter-locking of directors. Ch’dinarily a person 
should not be able to serve as a director on more 
than two banks, unless permitted by the Banking 
Council. Even in the case of two big banks having 
individual business, say of rupees five crorcs, com- 
mon directors should not be permitted. Possibly 
in the beginning restrictions of this nature may 
hamper growth of banking and it would therefore 
be better to leave the regulation of such affairs 
to the Banking Council. 

Local knowledge and information is of 
primary imix)rtance in the grant of credit 
facilities. The directors who control such 
credits on the part of banks should 
possess them and hence i-esideniial quali- 
fications am necessary. The word “resi- 
dence” is used in a broader sense im- 
plying business or professional habita- 
tion. Not unoften banks are involved 
in huge losses because their directors 
had no first hand knowledge or informa- 
tion of the transactions which they 
sanctioned. Moreover, if some director’s 
are not appointed from the locality 
in which the bank mainly ojrerates, the 
local interests are likely to be ignored. 
The chief sound argument against branch 
banking is that local considerations are 
in the danger of being overlooked. The 
National Banking Law* of America 
imposes similar restrictions. Surplus 

*(1) Every director, during the whole time of sorvictj must U? a 
citizen of the United Statee. , 
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funds of a country are chiefly meant 
for the use of the country’s activities 
and this is only capable of proper com- 
pliance if the people of the country 
mainly control the banking activities. 

Local Represjentation 

In the case of “ All India ’’ and “ Overseas ” 
banks it should be obligatory to have at least one 
director from each of the provinces where the 
bank has branches ; but if this be not possible 
provincial local advisory committees should be 
appointed, consisting of local people having local 
knowledge. Nominatious to such committees 
should be made by the directors. The Banking 
Council should have power to appoint one of such 
members whenever they think that local interests 
are not properly looked after. The functions of 
.such committees should be mainly advisory but 
the directors may delegate some of their powers, 
within certain limits, to them, in the interest of 
expeditious working, if they so desire. 

It has been explained in the last section 
why local ^presentation is necessary. 
To supply similar deficiency in the case 
of bigger organisations local committees 
are suggested. The Americans do not 
permit branch banking because they say 
. local conditions in the ease of branches 

may be disregarded. In the present 
state of India w'e are strongly in favour 

(2) At loast three -quartera of the (liroot>r.-s must have resided in 
the State, Territory, or Dfstrict in which the (banking) association 
is located, for at least one year ivnnediatoly preceding their election 
and must be resident theriun during the continuance in otiQce, 
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of powerful organizations with branches 
all over the country, but at the same 
time representation of local interests 
should be insisted upon to insure that 
they would not be saerificed to the 
interests of other localities which may 
be represented on the directorate. 
Moreover, such local representation will 
serve as a very useful check upon the 
distribution of local credit and its 
fraudulent use. 

Business 

The banks should be permitted to carry on 
any bom-fiie banking business as generally under- 
stood. Ordinarily scope of such business is defined 
in the Memorandum of Association but the Comp- 
troller of Banks should have power to refuse to 
register any such Memorandum if it contains 
provisions fundamentally contrary to or violating 
sound principles of banking. Exceptions should 
naturally be provided for to enable the banlis 
to undertake business not generally included in 
banking, if such a course bo considered essential 
to safeguard monies already advanced in good 
faith. The Banking Council should have power 
to determine from time to time what constitutes 
banking business. For example, at present we 
do not think it advisable to permit the Indian 
Commercial banks to enter into “syndicate opera- 
tions,” although such business is carried on by 
German banks. But possibly a time may come, 
after banking has developed, when there would 
be no harm to permit them to do such business. Also 
the Banking Council should be at liberty to permit 
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any banking company to include in its business 
special functions not ordinarily j)ermitted to banks. 
It is so difficult to anticipate in advance the peculiar 
circumstances or needs which some banks may 
be called upon to satisfy, that it is advisable to 
make provision for such sanctions. The ordinaiy 
business should, however, be of the following nature: 

Deposits 

Banks should generally be permitted to receive 
deposits of every kind, up to any amount, and 
on any interest. We have usually current or 
demand depasits, savings deposits, and time 
or fixed deposits. Rates of interest would be differ- 
ent for different tyj)es of deposits. Different 
banks would naturally receive deposits at different 
rates ; and although it may be advisable that there 
should not be any unhealthy competition in this 
respect, leading finally to banks taking more tlian 
legitimate risks in advances, still it is difficult to 
fix limitations on such rates in advance. It is 
not possible to legislate because money conditions 
are not constant but greatly vary. There may 
be local, periodical, or other peculiarities which 
would require sfxjcial treatment. Moreover, as 
some checks are being suggested on the advances 
to be made and the Examiners would be empowered 
to inspect them and their nature, the banks would 
not invest their deposits in risky transactions, yield- 
kig unduly high interest, and therefore natmally 
they would not increase their rates on deposits 
beyond reasonable limits, because otherwise the 
net result would be negligent if not loss. If this 
consideration be not sufficient, the Banking Council 
which has wide powers', can from time to time 
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announce maximum limits either absolutely or 
in relation to the Central Bajik’s discount rate, 
beyond which interest should not be allowed. Or, 
if general limitation is not necessary they can 
impose limits in any locality or any institution, 
at any time, which they may deem advisable in 
the general interests. Of course, when fixing 
such limits they should pay attention to the power 
and requirements of small banks and see that they 
liave some margin left over and above the rates 
allowed by first class banks ; otherwise their 
dejwsits would be in the danger of being transferred 
to the bigger banks. Some may say that acceptarrce 
of unlimited amount of total dejxjsits should not 
bo permitted because it rnearrs in some cases a 
very low percentage of capital and reserve to 
deposits. A restriction in this respect is unnecessary 
because deposits imply confidence of depositors 
and if a bank possesses that, the amount of capital 
is not so important, as its purpose is merely 
secondary. The banking prrblic may be trusted 
to see that a bank does not expand its business 
without sufficient backing of capital, and if this 
condition still continues either there would be 
stoppage in the further expansion or the bank 
must bo enjoying extraordinarily great public 
confidence. Further, if any special case arises 
the Barrking Council possess powers wide enough 
to suggest and even enforce improvements. 

Cash and Bank Balances 

In the present condition of India, when bank- 
ing habits are not developed, restrictions as to 
cash requirements ai’e necessary. Even an ad- 
vanced country like the United States of Anoerica 

^ • • 
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prescribes rules in this respect. Many of the bank 
failures are due to the banks not being able to 
pay deposits when they are due, though otherwise 
their business may be solvent. On the ability to 
satisfy demands of depositors depends confidence 
of the depositing public and the future develop- 
ment of banking. Hence in the public interests 
it is essential to lay down limits in this respect. 
The reserve should, of course, be not unduly high 
to entail unnecessary’^ curtailment of legitimate 
credit to the market nor too low to subject banks 
to the danger of collapse. In our opinion the 
following limits should be prescribed. 


Class of Bank. 

1 

Cash Reserve. 

Local Banka serving 
population of one lakh 
or less. 

15 per cent., of demand 
liabilities and deposits 
payable within 15 days + 
5 per cent., of other 
deposits. 

Other Banks 

20 percent., of demand 
liabilities and deposits 
payable within 15days-l- 
5 per cent., of other 
deposits. 


The location of the cash reserve should be 
'as under 


(а) At least one-third of the cash reserve 
should be kept in the vaults of the bank ; 

(б) another, one-third with the Central 
Bank or it? agent, or with the local 
clearing ban^ or in its own vaults or 
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distributed amongst any or all of them, 
as may be possible and convenient; 
(c) the remaining one-third may be kept 
with any other banks. 

In determining credit balances at other banks, 
payable on demand, as mentioned at (c) balances 
due to other banks should be first deducted. 

Liquid Investments 

By this term is meant investments which can 
generally be liquidated into cash without any 
difficulty. Trade bills, trade and bank acceptances 
admissible for rediscounts at the Central Bank, 
Government bonds and other j)aper easily saleable 
in the market and advances against gold and silver 
are examples of such investments. The Banking 
Council should notify from time to time what 
constitutes liquid investments. At least further 
thirty per cent, of demand liabilities and deposits 
due within fifteen days and ten i)er cent, of other 
deposits should be invested in such liquid assets. 
Chief reasons for imposing this obligation are that 
when a bank begins to ItKie public confidence or if 
there is any unforeseen rush on it or if there is some 
other emerg^cy, the banks should be able to re- 
habilitate public confidence and not collapse at 
the first attack. The liquid assets may be com- 
pared to the second line of defence. 

yVe have advocated already the necessity 
of establishing rediscounting arrangements 
between the banks in India, especially 
on the part of the smaller banks at the 
major banks. The bank of issue is 
the final source to supply credit and 
currenegr to any one, that enjoys suffi- 
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cient respectability and credit. In fact 
discomits are the chief instrument which 
enable creation of additional currency, 
within certain limits, which assists credit 
institutions to meet their obligations 
to their customers in times of panic. 
There is, however, one important difld- 
culty in a bank’s rediscounting bills 
in its portfolio with any other bank. 
The difficulty is that the rediscounting 
bank will endorse over such bills to 
another bank and this fact will be 
construed by its clients as a sign of 
weakness, w'hich would reflect upon its 
status and thus react upon its business. 
The Americans have got over this ob- 
stacle by permitting such endorsements 
to be made in pencil and allowing the 
rediscounting banks to retake or retire 
such bills a few days before the date 
of maturity. On the due date the pay- 
ment is made to the original bank which 
erases the endorsement before discharg- 
ing the bill to the acceptor. Thus so 
far the customer is concerned he does 
not loiow whether his banker financed 
his requirement himself or obtained 
assistance from some one else. The same 
difficulty can be got over by having 
blank endorsements. The bank that gets 
its bills rediscounted simply puts its sig- 
nature. The bank that takes such 
bills does not fill the blanks to make 
the endqmements in its favour but 
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retains them they arc. When the 
bills are taken up they are retum<"d in 
the same condition. The original bank 
can then return them, when payment 
is made, by writing words, “Eeceived 
payment,” over the blank endorsement 
made at the time of rediscounting. 
Nothing would apfxjar on the bills to 
show tliat they were rediscounted. An 
arrangement like any of the above can 
be introduced in the Indian market 
which will enable it to reap the full 
advantage of the credit organization 
which system of discoimts and redis- 
counts makes j)ossible. 

The syiitem of bank acceptances is not at 
present current in the Indian money 
market. But it is a very useful method 
of supplying credit and should be intro- 
duced by the Indian banks. Under 
this practice a person who needs financial 
assistance instead of applying to his 
banker to advance him money requests 
him to permit a bill to be dra\vn upon 
him (banker), by a person whom he 
(applicant) owes money, and to accept 
the same, and that he would supply 
him with requisite funds before the 
maturity to enable him (the banker) 
to retire the acceptance. Of course 
the banker would satisfy himself that 
he is not running any serious risk in 
undertaking such acceptances. As a rule 
he takes suitable sqcuiity before lending 
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his name to such bills. He charges 
commission about one-eighth to one -fourth 
per cent, for this type of credit. The 
system of bank acceptances can be 
employed both for internal and external 
finance. The bills being accepted by a 
banker are regarded as fir^ -class 
security and readily discounted or ad- 
vances made against them. The chief 
advantages are; {i) the Customer has 
not to pay the interest chaiges but 
only a nominal commission ; (n) the 
banker does not advance any actual 
money but simply undertakes a deferred 
obligation to pay it ; {Hi) at maturity 
the customer supplies the banker with 
funds to pay up the bill and the banker 
has not to make cash arrai^ements 
on his part to meet the obligation ; 
{iv) the banker is able to supply more 
credit than what is possible on the 
basis of deposits and cash, and thus 
renders greater services to his customers. 

Advances 

This term is self-explanatory, Be^des discount- 
ing bills the banks grant loans, and cash credit or 
overdraft limits. In the former case money actually 
passes from the banker to the borrower and begins 
to earn interest ; but in the latter case, simply an 
arrangement is completed whereby a customer 
can overdraw his current account up to the limit 
sanctioned. Thus in the case of cash credit or 
overdraft accoimts the banker undertakes an 
obligation to supply money on demand up to the 
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stipulated limit. Arrangements like this increase 
his demand liabilities, without the certainty of 
earning interest, unless the money is actually 
used. But they are distinctly beneficial to the 
borrower, because he pays no interest as long as 
he does not utilise the money, and at the same 
time he is sure to get money when he wants it. 
Some banks to compensate themselves for the 
loss of interest on the increased reserves, which 
they maintain on account of such demands, insist 
on half or minimum interest clause by which they 
earn interest at least on a part of the hmit sanc- 
tioned, even if it may not be utilised to that extent. 
This is logical on the part of the banks and as a rule 
the banks should impose it upon the borrowers. 
But it is undesirable to legislate anything in this 
respect as there may be individual drcumstances 
requiring special arrai^ements. The banks should, 
however, strengthen their cash reserves in respect 
of undrawn Umits on the same basis as if they were 
deposits payable on demand or demand Uabilities. 
A provision for this is made under the section 
“ Cash and Bank Balances.” 

Three sound maxims which a banker should 
observe when making advances are : (i) Safety, 
(ii) Liquidity, and (m) Diversity or Distribution 
of risk. It is difficult to legislate on (i). The 
bank directorate which contains representatives of 
depositors should be free to judge whether the 
security which they are getting is safe and sufficient 
or not. The Bank Examiners, referred to later, 
will serve as a check upon the management’s esti- 
mate of the value of securities. It would, however, 
be a very desirable thing if the 'Bank Law would 
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requite banks to demand “ loan application ” from 
the borrower where full financial statement of the 
applicant should be disclosed. Many a time it 
happens that the directors homfiddy make ad- 
vances to people who are heavily involved. Some 
lx»rrowers are so smart and active that they hide 
their true position very cleverly. They take ad- 
vances from many people and many banks with 
the result that often all of them meet with losses. 
It is to prevent honest bankers from such sharks 
that the law should require every borrower to dis- 
close his financial position, audited by a bank’s 
nominee, if the advancing bank may so require. 
Penalty should be proscribed for borrowers know- 
ingly making false statements. Beyond such 
safeguards it is difficult to impose restrictions on the 
discretion of directors. 

Coming now to the second maxim, “ Liquidity,” 
we have dwelt on this point in the last section and 
suggested some measures. Ordinarily a prudent 
bank would invest much more in liquid channels 
than what has been suggested ; but as the law has to 
be framed to meet all requirements and circum- 
stances, the minimum provision already suggested 
is quite safe. Advances on the security of mer- 
chandise which form an appreciable portion of 
commercial banks’ advances are also liquid in a 
sense. The advances which cannot be called liquid 
are those secured by immovable properties or 
such other not easily realisable assets. It is ad- 
visable to prescribe some checks in this direction. 
It would be sufficient if provisions are made where- 
by banks are restrained from investing more than 
20 per cent, of their advances or more than their 
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paid-up capital and reserve, wluchever is less, in 
advances secured by immovable properties, and 
also from contracting to advance for more than 
five years. The banks should, however, have 
power to renew such advances on maturity if their 
position is safe and if the borrowers are solvent. 
It is likely that at times banks are obliged to aiicept 
security of mortgages to secure advances originally 
made, and with good intentions, on some other 
security. If in such circumstances the limit above 
suggested is increased, the banks should be given 
one year’s time or any further time, as the Banking 
Council may sanction, in view of special circum- 
stances of any bank, to bring such advances within 
the prescribed limit. Such banks should, however, 
not distribute their annual profits unless the business 
is brought within the limit. 

The third maxim “Distribution of Risk” is very 
important. Many instances are avai lablc where banks 
have failed because they had advanced a goodjjortion 
of their funds to a single ]>erson or group of |»ersons 
connected with each other, wdio were unable to meet 
their liabilities. If the same adverse change occurs 
in the private or personal fortunes of such borrowers 
the banks are sure to be hit hard and experience 
anxious times. Even if such advances are not wliat 
are knoivn as “personal” advances, i.e., depend- 
ing upon the personal respectability and standing 
of one or more borrowers jointly and severally, 
but secured by some tangible security, in the declining 
or panicky market it is very difficult to unload sucli 
security and to tmn it into cash to meet the demands 
of jjanicky depositors. It is thus of very great 
importance to prcseribe some checks in this resi)ect. 
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In individual cases or in emeigent circumstances 
the Banking Coimcil may permit exceptions but 
generally the following limitations should be 
observed. 

(i) Not more than one- tenth of the paid-up capital 

and reserve should be advanced to a single 
individual, firm, person, corporation, 
or to a member, director or partner of a 
company collectively with other connected 
persons and the company. 

(ii) Not more than 20 per cent, of total deposits 

should be advanced upon the same class 
of secm'ity, unless the Banking Council 
may waive or vary such limitations 
in the case of any ptirticular types of 
security or from time to time to suit 
special circumstances or requirements. 

[The most recent example of how banks get 
into difficulties by violating the principle referred 
to above is that of the Bank of Taiwan. The 
bank is reported to have advanced very large 
sums to Suzuki and Company. The latter got into 
financial embarrassments which reacted upon the 
position of the bank, ultimately resulting in the 
Japanese banking crisis. As already mentioned 
elsewhere, it was the intervention of the Japanese 
government which came to the rescue of the banks. 

. Up to the moment of writing, it is not definitely 
known whether the banks have really come out of 
the difficulties. For, although the moratorium is 
i-emoved and the Bank of Japan has made large 
advances to banksj the depositors are stUl said to 
be panicky and nervous. As soon as the banks 
re-opened their doors the. people began to withdraw 
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their deposits. The instance shows how difficult it 
is to keep up public confidence, once a bank begins 
to loose it, and why it is absolutely necessary for 
banks to conduct their business according to recog- 
nised canons of banking,] 

Other Investments 

Banks are sometimes obliged to invest their 
funds in bonds, shares, property, etc. If the limita- 
tions imposed upon their advances sliould be followed 
in the case of such investments also, so as not to 
disturb the conditions for advances and investraente 
as a whole, the banks would be working on the right 
side. As a rule the banks should not invest in 
buildings and properties unless they are required 
for their habitatioii. But in tliat case also they 
should be bound by law not to invest more than 
50 per cent, of their paid-up capital and rcseivo in 
such purposes. If they are required to purcluise 
some properties to safeguard advances aheady nuide 
they should be jjermitted to do .so, oven if such 
purehases would make them exceed the above limit. 
But they should be required to .sell off such 
properties within five years of tite dates of such 
pmehase. Sometimes banks are obliged to purchase 
their own shares to secure advances originally made 
with good intentions. In such cases iiurchasc of 
such shares should be permitted but they should be 
sold off within six months of the date of purclia.se. 

The Banking Ctouneil should have power to 
prescribe any other limitations which they may 
deem necessary either generally or in the case of any 
particular bank where the Bank Examiners’ report 
may warrant observance of special conditions. 



236 


OEGAOTZATION OF INDIAN BANKING 


OHAl*. 


German and other continental banks engage 
in what are known as “ Syndicate operations.” They 
miderwritc industrial and other flotations. They 
finance an economic enterprise e.g. an industrial 
or mining concern, either by subscribing to its capital 
or by making advances. If an enterprise is of more 
than ordinary size a number of banks combine to- 
gether and finance the project. Different banks have 
specialised more or less in different branches of 
indastry as well as marked different territories for their 
operations. If any bank comes across a promising 
proposition which primarily relates to its industrial 
or territorial sphere it finances it ; but if the pro- 
position is very large it allows other banks to join 
it in the undertaking. Transactions of this kind are 
called “Syndicate operations.” Banks particijiate 
in such operations both on interest and profit sharing 
basis. It is undesirablo to permit Indian banks to 
engage in such financial opeiations at this stage, 
because in the present period of tlieir infancy they 
could not successfully engage in long term credit 
business without running a serious risk of collapses. 
When dealing with industrial banking we shall suggest 
means of supplying such kind of credit and finance. 
But if after a number of years wlien the banks have 
been fiimly established and the {leople are used 
to banking habits and familiar with lianking methods 
and functions, the Banking Comicil may permit 
, banks, either generally or in particular cfiscs to 
undeitake “ Syndicate operations ” within any 
limits that may be considered desirable. 

Agency 

There should be no I’estrietions on the agency 
business of banks. ' There aatj no financial obligations 
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involved in such transactions and there is no need 
of any special legislation on this point. The banks 
are a great instrument in popularising investments. 
The present system of double charges by way of 
commission to banks and brokerage to stock-brokers 
is rather too much for the investing public. In 
London there is only brokerage payable which is 
divided half and half between the banks and the 
brokers. On the continent banks are members of the 
Stock Exchange which greatly faeilitatc.s execution 
of cliimts’ orders Wilating to the buying and selling 
of Stock Exchange securities. The banks collect 
cheques, bills, bonds, interest, warrants and similar 
other items whieli also incroases their serviceableness 
to the country. 

Safe Custody 

The banks should be free to accept .securities 
and articles for safe custody from tJieir clients. 
This business should find greater scope in India as 
time passes. Some people are in the habit of eu- 
tmsting their valuables to their friends and relatives, 
especially during their absence from station, with the 
result that in some cases their trust is abu.sed and 
they do not get back what they deposited. Again 
whenever there is an epidemic or a riot in a vi llag e 
or a town and some inhabitants leave it temporarily 
they do not know of any safe and secure place wherJ 
to deijosit their precious things. Not only do they 
experience great difficulties but often they sufler 
losses of the nature referred to above. As banks 
begin to be established and known for their res- 
pectability, people would vei-^ much appreciate 
tteir services m this respect. In big cities separate 
safe deposit vaults may po^ble and necessaiy 
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but in the interior banks would remain the only 
suppliers of such services. 

Trust Business 

Banks on account of their continued existence 
and respectability are better able to undertake 
functions of a trustee than a private individual. 
Moreover if a number of people entrust such work 
to them they can engage specialists on their staff 
to execute commissions requiring special knowledge. 
Thus the various trusts would be managed more 
efficiently than wffiat would be the case if each were 
administered individually. Also the management 
would l)e more economical because the overhead, 
superintending and working charges would bt; 
distributed. American banks first undertook this 
tyjie of business and the people there have foimd 
their services in this direction very advantageous. 
In England, the “ Big Five ” banks have cither 
o|x>ned “ Trust ” departments or started subsidiary 
companies, wholly owmed and managed by them, 
to do trust business. In India banks have not devoted 
anv attention so far to this business but it does not 
deserve to be neglected any further. The Indian 
Bank Law should permit them to engage in it. 

Accounts and Audit 

All the banks should publish an abridged state- 
ment of their assets and liabilities at least once a 
month. Probably nothing leads to greater confidence 
, in a bank than the publicity of its affairs. Further, 
an obligation of this nature will make the bank 
authorities conscious of frequent public gaze and as 
such serve a useful check on its general business. 
The statement shoffid be exhibited in a prominent 
place in every office of the bank. The form of .the 
statement should be as imder ; 
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X. Y. Z. BANK. 


Statement as at the end of. 


19 


Liabiijties. 


, Assf.ts. 

Subscribed Capital 

1 

1 Rs. 

i 

! 

1 

Cash 

Cash in hand 
Cash with the 

Rs. 


Paid-up Capital . . . 


Central and 
“ Clearing ” 


Reserve 

; 

Banks 

Cash with other 


Deposits : 

1 

banks 


Current 

1 

Investments 


Savings Bank . . . 

i 

in liquid 
securities ... 



Other invest- 


Fixed 


ments 



1 Bills discounted 




CashCreditsand 
Overdrafts . . . 
Ijoana 


Other Liabilities ... 


Other assets . . 


Total 


Total 



Certified that the above statement is in accord- 
ance with the bank’s books kept in the ordinary 
course of business, represents true and correct state 
of affairs and does not violate the Indian Bank Law. 


Aecauntant. 


Manager. 
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At the end of every half year the banks should 
publish their Balance Sheet and Profit and Loss 
Statement which should contain more detailed infor- 
mation. It would be sufficient if the banlis continue 
issuing these statements in the form in which the 
Indian Joint-Stock Banks are publishing their balance 
sheets at the present moment. The statement should 
contain a certificate similar to the one appended to 
the monthly statements. They should be signed by 
the Accountant, General Manager, at least three 
directors, one of whom must be a director on behalf 
of the depositor and the eom^miy’s auditors. 

The banks should appoint in their annual 
general meeting, auditors who should audit the bank 
accounts. The half-yearly balance sheets should be 
scrutinised by the auditors and signed by them. 

Government Examination and Control 

The banks should be subjected to examination 
on the part of the Bank Examiners as fully explained 
in a preceding chapter. The bank management 
should be bound to carry out any instructions that 
the Comptroller may send on perusal of examination 
reports or otherwise, subject to the right of appeal to 
the Banking Council. The Banking Council should 
be the final authority on the practical administration 
of banks whose orders should be obeyed by all the 
banking companies. If at any time the conduct or 
business of any bank appears in the opinion of the 
Banking Council to be grossly objectionable or against 
the public policy or dangerous to the country’s bank- 
ing and economic interests, the Council should have 
power to cancel tlie registration certificate where- 
upon its business should stop forthwith. The Council 
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should even appoint its liquidator if that be consi- 
dered necessary in the general interests. 

The Comptroller should have right to enforce 
submission of any returns, both regularly at stated 
intervals and on surprise occasions. He should have 
power to prescribe time, from the date of demand, 
within which such “surprise” returns should be sub- 
mitted —the period within whieh such a “ Call ” is to 
be satisfied should, however, be not less than one 
week. 

Safety Fund 

The banks should contribute 5 yier cent, of their 
net annual profits to a fund called “ Safety Fund ” 
which should be administered by the Banking Council. 
The object of the fund would l)e to enable grant of 
assistance to banks in times of panic or distress, 
whether by loans, with or without interest, or other- 
wise, or to ameliorate the conditions of bank creditors, 
if by a bank failure they are affected very terribly. 
It should be left entirely to the Banking Council to 
determine whether any aissistance from the safety 
fvmd to any banks is necessary or not, and on what 
terms such help should bo given. T'he Safety Fund 
schemes have been current in other countries also. 
The chief argument advanced against the proposal 
is that it makes banks somewhat indifferent and 
benefits those who are careless or unwise at the cost 
of those who are prudent. There is some truth in 
such an allegation but when we are prescribing sound 
checks on bank working, both in the shape of banking 
law and government examination, the establishment 
of the Safety Fund would be in thq nature of insurance 
reserve to help banks as a whole to tide over abnormal 
circumstances. The premiuip *(in reality this 
16 
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tax amounts to it), is for mutual benefit. Possibly 
only small banks may be benefitted by such assistance 
directly but the indirect effect even on big banks would 
not be little. Bank failures spread like wild con- 
flagration ; and if timely assistance can stop the 
disastrous fire at the point of start the others would 
be saved from the scorches, possibly destruction, and 
thus be greatly benefitted. The small contribution 
depending upon the net profits is nothing in com- 
parison to the emergency provision that will be 
created as well as to the amount of confidence which 
such a fund will infuse in the depositing public. If 
the fund reaches an appreciable figure and no large 
demands are made upon it, the Banking Council may 
absolve banks from this contribution after they have 
paid fifteen or twenty annual contributions, with 
power to re-impose it if future circumstances may 
wanant such a step in the general banking interests. 

Clearing Houses 

It has been mentioned in the chapter on the 
Central Bank that that bank should be responsible 
for the establishment of bankei-s’ clearing houses 
tliroughout the country. All banks i-egistered under 
the Indian Bank Law' and others as may be approved 
by the ^Banking Council, should be members of the 
local and provincial clearing houses. The object of 
such houses is to economise transference and handling 
of actual cash. The banks will keep their accounts 
with some bank w'here mutual transfers will take 
place. In places where the, bank of issue has 
branches, other banks w'ill keep accounts with it for 
clearing purposes ; ,but at others, some one of the 
local banks can be selected by the banks themselves, 
where accounts could, be kept and payments cleared ; 
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or if that be not possible, mutual settlement could be 
made through the nearest branch of the bank of 
issue. The important provincial branch of the bank 
of iasue should clear for other banks working in the 
province and keeping accounts with it, both provin- 
cial and inter-provincial items. This would facilitate 
internal exchange operations of this country without 
involving undue currency movements. To illustrate 
clearing settlements of the description given above 
let us suppose that a bank “ B ” in Amritsar wants 
to collect a cheque drawn on a bank C ” in Surat. 
The bank should send it to the branch of the bank of 
issue at Lahore, which would be provincial cleai’ing 
centre, and which v ould ciedit the amount to the 
account of “ B ” bank in its books. The Lahore branch 
would send the cheque to its office in Bombay which 
would debit the amount to the account of “ C ” bank 
in its books and send the cheque to the bank at Surat. 
If the cheque Avere jjayable say at a place within the 
jurisdiction of the Lahore branch of the bank of issue 
the amount would lie credited to the “ B ” bank and 
debited to the “ C ” bank in the books of the Lahore 
Branch.* 

The system of mutual settlements would not 
only considerably reduce cmrency movements but 
it would also avoid great strain upon the bank cash 
balances and make it possible for banks to carry on 
their work with smaller cash reserves, which means 
that banks would be enabled to extend greater credit. 
If credits are being collected at the same time 

* Amritsar and Lahore being both in the Province of the Punjab, 
clearance would first take place in Lahore. Similarly Bombay and 
Surat are in the same Preaidenoy and clearance would take place for 
items relating to that Presidency in Bombay, the seat of Bank of 
Issue's branch. . * 
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when payments are being made, the banks would 
have to pay or receive only the net balance due on 
such settlement. If this were not the case the banks 
would usually first make arrangements for the expect- 
ed payments and then recoup with the collections. 

It is desirable that clearing services should be 
rendered by the bank of issue gratis, no matter where 
the items are payable. The only condition which 
should be insisted upon is that the banks should main- 
tain .sufficient balances to permit such debits. If, 
however, this be not jxwsible a small charge for inter- 
provincial operations could be prescribed and/or the 
the system of value-dates could be introduced, where- 
by actual credit would l)e available a few days later, 
depending upon the period of transit. 

Genkral 

Examination-Tax 

The establishment of a new Government banking 
machinery consisting of the Comptroller, the Bank 
Examiners, their staff, etc., will imply lai^e new 
expenditure. It would be unfair to make the general 
tax-payer pay for all such expenses. The administra- 
tion will primarily benefit banks by creating great 
confidence in them and thereby increasing their 
business. It is quite reasonable that they should 
pay special tax for the establishment of a department 
meant for their benefit. If the banks pay special 
tax of 3 per cent, of their annual profits a good sum 
will be collected which w'ill materially assist the 
general revenues in defraying the new expenditure. 
Possibly the “ examination ” tax may not suffice 
in itself to meet all the expenditure, but as State 
intervention will ip the long run lead to increased 
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prosperity of banks, which would bring more income 
tax, there would ultimately be no loss to the general 
funds. But even if there wore some loss to the State, 
we think it is worth while to bear it in the general 
interests and in the interests of public welfare. 

The income-tax payable by banking companies 
should be calculated on the residue, after deducting 
“ Safety ” and “ Examination ” taxes from the net 
profits. 

Penalties 

There are certain provisions of the act which 
are always capable of compliance, whereas others 
may happen to be irregular thiough no hiult of the 
bank management. In the former case a ixsnalty 
of rupees one hundred per day should be imjosed 
upon the officer of the bank deliberately and wilfully 
neglecting the law. If a bank at any time is not 
able to maintain the cash percentage, already referred 
to, it should not make any further advances or 
distribute any profits unless the deficiency is miulc 
up. Also it may be liable to a penaltv on the defi- 
ciency at the current rate of discount, regarding the 
deficiency as a day to day advance to the bank. 

Similarly when an officer whose duty it is to 
supply the returns to the Comptroller fails to do 
so within the prescribed period he should fiay the 
same fine. 

Voting Power of Banks 

For the purpose of electing members to the 
Banking Council and for such other purposes whore 
representation of banks is ne^ssary, the voting 
power should be determined by the following scale. ' 
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Total of Paid-ttp Capital 
AND Reserve. 


i NtTSfBER OF 

Votes. 


— i 

I 

Not more than Rupees one lakh 

More than one lakh but not more 
than Rupees ten lakhs 
„ „ ten lakhs but not more 

than Rupees twenty lakhs 
,. twenty lakh.s but not more 

than Rupees thirty lalths 

„ „ eighty lakhs but not more | 

than Rupees ninety lakhs 
„ „ ninety lakhs but not more 

than hundred lakhs ... 

For every additional ten lakhs or part I 
thereof ... ... ... ! 


1 


o 


JU 


3 


4 

10 

11 

1 


Note. — Business of a bank is generally in proportion to its 
capital and reserve, and if its voting power is made to depend 
upon those two factors, the representation would bo fair and accurate. 
If, however, the inoidenoo of banking business is desired to bo 
calculated in each case we might suggest that additional votes 
depending upon deposits may be allowed , each ten lakhs of rupees of 
deposits or less entitling one iKlditional vote e.g. deposits of 16 lakhs 
would entitle two additional votes, deposits of 106 lakhs would entitle 
11 additional votes and so on. 


winding up 

The Banking Council should have power to 
order winding up of any bank that in their opinion 
does network satisfactorily and is not capable of 
reformation. It would be desirable if the Comp- 
troller of Banks be empowered to veto appointment 
of any liquidators that may be appointed by the 
bank directors or ^reholders, in case of voluntary 
or compulsory liquidation, and even to take the 
liquidation under his supervision. The object of 
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such control is that bank liquidation would affect 
the outstanding credit in the market and in the 
public interests such credits should be collected as 
prudently as possible. If the Banking Council has 
some hand in such liquidation affairs they might 
make smooth arrangements which would not ujiset 
the market. 

Date of Operation 

It may be difficult for the existing banks to 
obey the Indian Bank Law immediately in all res- 
pects on its introduction. A five years’ period may 
be granted to them within which to bring about the 
requisite changes which are not cajiable of immediate 
observance. But once a bank is capable to conform 
to the law in its entirety it should thence forward 
observe it always. 1.’he new banks that arc estab- 
lished after the passage of the act should follow it 
from the very commencement. 



CHAPTER X 

KOREIGN BANKS 

Necessity of Control over foreign banks — Cunliffe Com- 
mittees’ views on the activities of foreign banks in 
England — Argument of Imperial brotherhood — Condi- 
tions generally imposed — Restrictions suggested ; 
License ; Penalties for not taking license ; should be 
subjected to appropriate sections of Bank Law ; should 
submit returns and be contitrlled by appropriate authori- 
ties ; Indian advisory committees ; Practice in France ; 
Caissc de Depots et Consignations ; Ordinary and special 
taxes payable. 

If special law and control are necessary for 
the banks of the country there is greater reason 
that some sort of check and superintendence should 
be imposed upon the establishment and activities of 
foreign banks i.e. banks incorporated in other coun- 
tries. Whatever cluinccs there may be for the people 
to know about the real position of the Indian banks, 
such opportunities would be practically non-existent 
in the case of banks whoso head offices are situated' 
in other lands or whose main activities are controlled 
from other centres. This is a sufficient reason in 
itself why State intervention in their case is more 
necessary. Moreover, if they were left quite free and 
unfettered that would decidedly be to the great 
disadvantage of the indigenous banks which have 
suffered so long from their imequal competition 
and whoso developfnent is so vital to India’s interest. 
When even a counjtry like England which is so power- 
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fal in banking, let alone other important countries 
that impose restrictions on foreign banks, does 
not tolerate the freedom with which such banks can 
open offices or connections there, it is difficult to 
understand why India should be so generous at the 
cost of her own interests. The Cunliffe Committee 
appointed to look into the question of “ Currency 
and Foreign Exchanges after the War ’’ in their 
final report said : “ Several of our witnesses have 
called attention to the conditions imder which it is 
open to foreign banks to establish themselves in this 
coimtry. We suggest that this is a matter which 
should receive the early attention of His Majesty’s 
Government.” This report was signed unanimously 
by all the members including the present Finance 
Member of the Government of India, Sir Basil Blackett 
who was then Controller of Finance, British Treasury. 
Sir Basil has done so much for the financial welfare 
of this country. We hope he will realise his duties 
and responsibilities to India in this direction also 
and give his serious thought to the question of deter- 
mination of conditions under which only should 
the foreign banks be permitted to establish themselves 
in this country. Their unrestricted existence is 
a danger to the country’s welfare. They occupy 
such a prominent and controlling position in the 
Indian banking field that imless limitations are 
imposed upon them it is futile to think that the 
indigenous banking system can be developed at 
the pace and to the extent which India so badly 
needs. 

We are conscious that some would argue that 
India is a part of the British Empire and no discri- 
mination should _ be made bptween banks as long 
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as they belong to the Empire. We would have 
been happy to advocate this course if the existing 
English banks in India had been actuated by the 
same principles of Imperial brotherhood and not 
merely carried on their work with a view to exploit 
this country against her best interests. If other 
parts of the Empire liad extended the hand of 
fellowship we would have been simply too glad to 
accept it. But when experience has demonstrated 
that no such considerations influence their working 
it is difficult to recommend any preference. Even 
the Bank of England refuses to extend rediscounting 
facilities to the Indian banks simply on the ground 
that they are not registered in England. This 
was actually proved in the case of the late Tata 
Industrial Bank. All other self-governing dominions 
and colonies are free to chalk out their own economic 
destiny as best as they like and the same principle 
should govern our economic activities. In the name 
of what fairness and equity are then we being asked 
to look to Imperial considerations when firstly they 
are denied to us and secondly they sap the very 
foundation of our economic structure ? If change 
occurs in the attitude of other members of the Empire 
we shall be only too glad to respond to it. But even 
then the Imperial considerations should not be the 
sole determining factor. They should be paid 
attention to only as long asthey do not conffict with 
the national interests. Whenever they clash, the 
natidhal interests should naturally have first right. 
In the existing circumstances banks belonging to 
the other parts of the Empire should not, however, 
be distinguished from the foreign banks nor any 
preference shown to them. 
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Conditions which countries backward in banking 
usually impose upon the establishment of foreign 
banks are : (i) That they should conform to the 
same principles to which the native banks are sub- 
jected ; {ii) They should take out a license ; {Hi) They 
should pay capital tax ; (iv) They should pay special 
taxes on profits and business turnover. Examples 
of such measures are found in the laws of Italy, 
France, Spain, Portugal, etc. Is it not really strange 
that if an Indian bank went and opened branches 
in any of those countries it would be subjected to 
their restrictive measures but if any of their banks 
wanted to establish itself here, it would be at 
absolute liberty to do so without observing any 
limitations which its country imposes upon foreign 
banks ? 

We give below important provisions which 
should be incorjxiratcd in the Indian Bank Ijaw 
to control activities of foreign banks. We do not 
think that theie is anything in these provisions 
which affects fundamentally business principles of 
banking which these banks carry on ; but if it be 
considered that some condition, s caimot be imme- 
diately introduced without considerably disturbing 
their existing interests or dislocating commercial 
and banking activities, the Banking ComicU should 
have power to keep in abeyance operation of any 
of the provisions of the law or to permit exceptions 
in any individual cases. Further, if any of the 
existing foreign banks are prepared to reorganise 
within a period of three years giving reasonable 
representation to Indians in the matters of capital, 
management and directorate, of which the Banking 
Council shall be the sole judge, they may be consi- 
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dered as banka roistered in India for the purpose 
of the application of the Indian Bank Law. But 
all new foreign banks which want to open offices in 
India hereafter should observe the law from their 
very commencement. 

(i) No bank founded on the principles of 
limited liability but not incorporated 
under the Indian Bank Law should be 
permitted to carry on banking business 
in this country, unless it has applied for 
and obtained a license from the Comp- 
troller of Banks for doing such business. 
Application for such license should dis- 
close all particulars concerning such a 
company as well as its chief office in 
India and the chief officer who will fully 
represent the company in this country. 
If its paid-up capital be less than that 
prescribed for “ Overseas Banks,” or 
if its constitution be repugnant to public 
j)olicy or violates any of the laws of 
Indian legislature or if its establishment 
in India be considered imdesirable by the 
Banking Council on account of any other 
reasons, which the Council shall not be 
bound to disclose, no license should be 
issued. A register should be maintained 
in which names and particulars of banks 
issued licensing certificate should be 
entered. 

{ii) If any foreign banking company opens 
an office in India contrary to as provided 
for above, the company and its officers 
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should be liable to the following penal- 
ties : — 

(а) The company and its shareholders 

should be considered as undertaking 
unlimited liability to the people of 
this country. 

(б) Every officer of the company should 

be considered as personally liable for 
any amounts due by the company 
to the people of this coimtry. 

(c) The company should pay a fine of 
Rs. 500 a day for the period during 
which it is working without a license. 
(in) All foreign banks should pay cliarges 
and fees for obtaining license on the same 
scale as the Indian banks pay for obtain- 
ing registration certificate. They should 
pay “ Secmity Deijosit ” of 10 per cent, 
of their paid-up capital or any shorter 
sum as may be fixed by the Banking 
Coimcil in each individual case. 

Tliis deposit should be primarily held for the 
benefit of Indian constituents. It should 
be refunded when a foreign bank closes 
its office in India and its liabilities to 
the Indian public are fully satisfied. 

(iv) All foreign banks should observe provi- 
sions of the Indian Bank Law governing 
bank working in India, with any modi- 
fications that may be considered necessary 
in their case by the Banking Council, 
provided however such a modification does 
not give them any advantage whatso- 
ever over the coimtry’s banks. 
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(v) All foreign banks should submit returns 
and publish monthly statements of ac- 
counts (at least of the Indian business) 
and balance sheets as are required in the 
case of Indian banks. 

(m) All foreign banks should be controlled 
and examined by the Banking Coimcil, 
through the Comptroller and Examiners 
of Banks, as is locommendcd in the case 
of Indian banks. 

{mi) All foreign banks should appoint Indian 
advisory committees or local boards to 
represent Indian interests. One-third of 
the members of such boards should be 
elected by the depositors on their Indian 
books and residing in India as provided 
for in the case of Indian banks. The 
remaining two-thirds should be appointed 
by their respective boaids of directora, 
with the condition that at least one-third 
of the total members should be statutory 
natives of India. 

The above conditions are based on the 
fundamental principles that all acti- 
vities in India should be controlled 
from the Indian view-points and that 
foreigners should not have any ad- 
vantage over the Indian Companies 
■ simply liecause they are foreigners. 

Laws of all countries are not alike. 
If any company registered in a 
country, where laws relating to joint- 
stock banks or companies are loose 
or lax pr less strict, were to be allowed 
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to establish itself here without any 
check, such a company would natur- 
ally have a great advantage over 
the Indian banks. 

Laws of France even require that a 
foreign company must obtain recog- 
nition by the Minister of Finance, 
of a French Representative, who 
shall be personally responsible for the 
taxes and dutias payable, or if pre- 
fened a sum of money can be de- 
posited with the “ Caisse de Depots 
et Consignations, ” * as guarantee, 
the amoimt of which is fixed by the 
Minister of Finance. 

♦ The “ Caisso dea Depots ” is a public State dopartmont entitled 
to receive, hold and remit to parties after justification of their rights, 
sums or securities which have been hold over in virtue of a judgment 
or administrative decision. It also is entitled to receive deposits 
made voluntarily — for instance, when a debtor wants to settle his debt 
and the creditor refuses the offer made to him. 

The “Caisso” is also entrusted with the supervision of funds 
intended for special services, such os the “Caisse National des 
Retraitos ” (Old age Pensions), the “Caissos d’Epargno ’’(Savings 
Banka), the “ Societes de Secours Mutuols ” (Benefit Societies), and 
various State Insurance Funds, etc. 

The “Caisse des Depots ” is directed by a General Manager, 
appointed by the State, assisted by a committee of suiiervision whose 
principal task is to see that the funds of the “Caisso ”aro not diverted 
from their proper use and are not, for instance, employed to supply 
the Budget. This committee includes two Senators, two Deputies, 
two Members of the “ Conseil d’Btat ” (State Council), the President 
of the “Oour des Comptes,” the Governor of the Bonk of France, 
a delegate of the Paris Chamber of Commerce and the Comptroller 
of the Gurrenoy. 

The funds of the “ Caisse ” ace principally supplied by the 
“Oaisses d’Epargne ” (Savings Banks), on^ which it pays a fixed 
interest, and are mainly employed in “ Bente,” Treasury Bonds and 
in loans to Departments, Communes and Public Institutions. The 
“Caisse “ has also a current account w^h €he Treasury. 
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{viii) All foreign banks should pay all taxes 
to which the banks of the country are 
liable, including the “ Safety ” tax. As 
regards the income and allied taxes 
which depend upon the amoimt of profits, 
they should be paid either on the total 
profits or on such proportion of total 
profits or on such amount fixed in advance 
from time to time, as the Board of Inland 
Revenue may prescribe in individual cases. 

In the case of foreign companies, specially 
banks, the verification of income accru- 
ing in India is extremely difficult. Main 
income of banks is derived from interest 
heads or sources depending upon interest ; 
and the Indian branches of foreign banks 
can conveniently, without any difficulty 
whatsoever, reduce such income in respect 
of operations or investments in India, 
by showing money received from foreign 
branches as loans taken at high rates 
of interest. We do not mean to say 
that any respectable bank would stoop 
so low as to have recourse to such devices, 
but the possibility of abuse is there, 
which the law has to safeguard against. 
In France the law is : “ If a foreign 
com{)any, not issuing shares, should 
exploit an establishment in France 
and invest all its capital therein, it would 
be liable to the same taxes and duties 
as French companies on total income. 
But if the total capital is not used for 
the business in France, the amount 
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payable as income-tax is fixed by the 
Minister of Finance which forma the basis 
for the determination of other rates and 
taxes.” A safeguard of this nature is 
extremely desirable in India. 

(ix) Besides the rates and taxes which foreign 
banks should pay along with the Indian 
banks as referied to above, they should 
pay the following s|)eeial taxes : — 

{a) Capital tax of 4 per mille (per thousand) 
on the total paid-up capital. 

(b) Loan tax of 10 per cent, on the 

interest paid on loans and deposits 
contracted in India. 

(c) Exchange tax of one -tenth per mUle 

(per thousand) on the turnover in 
the foreign exchange business. 

The object of the imposition of the 
above taxes is to give a small mea- 
sure of protection to the indigenous 
banks from the keen competition of 
foreign banks which have had a 
long start in the banking business. 
The banks would be able to bear 
them lightly and their business would 
not be hampered in any way. These 
measures are currenib ip other coun- 
tries also. Capital tax is levied in 
Italy, Spain, etc. Loan and Ex- 
change taxes are levied in Prance. 
Proceeds of such impositions should 
not be taken to revenue but utilised 
for the development of the country’s 
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banking and kept at the disposal of 
the Banking Council. 

(*) If at any time the conduct or business of 
any bank, which has been already granted 
a license, appears in the opinion of the 
Banking Council to be grossly objection- 
able, or against the public policy, or 
against the interests of the depositors, 
or dangerous to the country’s bank^ 
and economic interests, the Coimcil should 
have power to cancel the license where- 
upon its active business should stop 
forthwith in this country. If considered 
necessary in the general interests, the 
Council should even appoint a Liquidator 
to liquidate its business in India. 



CHAPTER XI 

INDIAN EXCHANGE BANKS 
Object — Provision under “ Overseas Banks ” — One 
strong bank necessary — It should be a combine of Indian 
banks for foreign exchange business — Imperial Bank’s 
transformation into the proposed bank — Important 
points in connection with proposed constitution ; Capital, 
Directorate, Facilities at the bank of issue, Business, 
Branches, Taxes, Profits, Management, Examination, 
etc. — Remarks explaining the above. 

Tins class of banks wi 11 transacvt banking opera- 
tions in connection with India’s foreign trade. 
Their activities ct)me under commercial banking 
which covers both inland and foreign trading 
business, but as financing of foreign trade involves 
greater complications and risks due to varying 
currencies, varying laws, foreign languages and 
establishment of foreign branches, it is advisable 
that they should be treated as a separate class 
in themselves. These banks are not to be con- 
founded with the existing Exchange Banks which 
as already referred to can be fitly described as 
foreign banks. The Indian Exchange banks should 
be of Indian origin and registered in India under 
Indian Acts. 

Provision for the establishment of this type 
of banks has been made in the “ Indian Bank 
Law ” where such banks are described as “ Over- 
seas Banks.” Thus any Indian ba,nk satisfying pro- 
visions prescribed, in respect of such banks can open 
branches outade India and do .exchange business. 
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In the present conditions of India, however, 
there should be one strong banldng institution 
which should mainly devote its activities to ex- 
change business and should be in a position to 
successfully compete with the existing foreign 
banks which have practically captured the whole 
of this trade. Examples of such special institutions 
are current in other countries also. The Indian 
banks should co-oj)ei'ate with it in every respect, 
so as to make it a thorough success. It would 
be advisable if the ordinaiy banks devote their 
main attention to the business in the country and 
allow the contemplated Exchange Bank to do 
all the foreign busine.ss. Concentrated and solid 
action on the part of one important and powerful 
institution is much better than the tlivided activities 
of a number of smaller concenis. The proposed 
bank should have Indian branches only in the 
port and big towns. At other places, in India, 
it should work through agency arrangements with 
other banks. It should be free to open branches 
at any place outside India. In the matter of agency 
arrangements it should not give the sole monopoly 
to any one particular institution but should so 
distribute it amongst the various important banks 
of the country as to get the happy support of all. 

In order to fully interest the ordinary banks 
in the proposed Exchange Bank a portion of its 
c&pital should be reserved for subscription by them. 
Another portion should be reserved for subscription 
by the bank of issue, if necessary, and the rest 
offered to the public. The bank should be more 
or less a combine of the Indian banks for the pur- 
pose of doing foreign exchange business just as 
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Lloyds and National Provincial, Anglo-Italiana 
and Barclay’s Colonial banks represent foreign 
banking oi'ganisations of some of the English banks. 

An institution of the nature refened to above 
should have special privileges and special support 
of the bank of issue. For these reasons it is desir- 
able that it should not be incorporated under the 
ordinary law but established under a special charter. 

We have indicated in a previous cliapter possi- 
bility of transforming the present Imperial Bank 
into the proposed Exchange Bank. A portion of 
its ordinary commercial banking business can be 
taken over by the existing banks and by the new 
banks that may be formed. At many of the places 
where the Imperial Bank lias branches tliere already 
exist important banks and the stoppage or reduction 
of the Imperial’s ordinary banking business there 
would not be felt in any way. At many of the 
smaller places the opening of the Imperial Bank’s 
new branches has simply created more than re- 
quisite banking facilities. Cessation of such con- 
nections would not injure any one. The Imperial 
can continue to receive private deposits as liitherto. 
But its activities in India should be restricted to 
the most important places, which arc the chief 
centres of foreign trade, both inward and outward. 
At other places it should work through other banks. 
If necessary it can make arrangements with the 
banks to which it transfers branch business to keep 
deposits with it, or give loans to it, within certain 
limits, at stated rate of interest, for a number of years, 
so as to continue its present advantage of branch de- 
poats to some extent for the purpose of financing 
its future activities. It shoqld» open branches 
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outside India first in the most important places 
which have business deaUi^s with India and then 
in other foreign towns. Its capital should be na- 
turally reorganised so as to permit representation 
of other banks. The existing shareholders should 
get back the difference between the capital reserved 
for them and the surplus which the valuation of 
its assets may disclose. Of course, if the share- 
holders do not agree to the transformation of the 
bank into the Indian Exchange Bank it is thmr 
look out. In that case the Indian banks should 
combine to start a common Exchange Bank as 
already referred to. But we think it is advantageous 
to the shareholders of the Imperial Bank to agree 
to the transformation. A bank of this nature has 
immense potentialities. 

We suggest below the important points which 
should be incorporated in the constitution of the 
IivUan Exchange Bank, whether the Imperial 
Bank is transformed into it or a new organization 
is formed. 

(i) The Capital* of the Bank should be Rs. 10 
crores divided into one lakh shares of 
Rs. 1,000 each. Half of the Capital 
should be reserved for public subscription 
and the other half for the banks of the 
country. Out of the latter portion one- 


« ♦ In order that the raprosantativo Exchange Bank of the country 
should command requisite confidence in the outside world, which 
is so essential for its successful working, we have recommended such 
a largo capital. The bank will need deposits and discoimting faci- 
lities in foreign countries and they will not be forthcoming to the 
extent desired and neooasary, unless there is sufficiently largo capital 
at its back. If, however, the figure of Bs. 10 crores is oonsidered 
too high it may be rec!.uoed to Bs. 7} or Bs. 5 crores. 
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fifth may be subscribed by the bank of 
issue if necessary. Allotment of shares to 
banks should be made in proportion to 
thdir paid-up capital and reserve. If the 
shareholders of the Imperial Bank agree 
to its transformation into the Exchange 
Bank the portion meant for the public 
should be allocated to them.* Only 
half of the above capital should be 
called in, which should be paid up as 
soon as the allotment is completed. 
The other half should remain as the 
reserve liability to be only collected if 
the bank is faced with a serious or critical 
situation. Whether a situation is critical 
or not it should be referred to a Committee 
consisting of three persons viz.. Chairmen 
of the Banking Council, the Bank of 
Issue, and the Indian Exchange Bank, 
whose decision by majority should be 
conclusive and final. 

(w) The Board of Directors of the bank 
should consist of 12 persons appointed 
as under : — 

(a) Three to be elected by the ordinary 

shareholders. 

(b) Three to be elec'ted by the capital 

holding banks. 

*Xational interests require that the portion of capitef meant 
for public subscription should be mainly allotted to Uie people of the 
oouatiy. However, as a compensation to the Imperial Bank’s share* 
holders for the withdrawal of the government banking business, as 
referred to in a previous chapter, we have suggested this portion 
to bo wholly reserved for them. If the ’Imperial Bank does not 
agree to play the new role, at least half of this {portion of the 
cajntal should be reserved for Indians. > 
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(c) One to be nominated by the bank of 

issue. 

(d) One to be nominated by other special 

banks. 

(e) Two to be nominated by the Banking 

Council. 

(/) Two to be nominated by the Governor- 
General-in-Council. 

The directors should elect their own chair- 
man. 

{iii) The Bank of Issue should give a cash 
credit limit of Rs. 5 crores on the se- 
curity of the Exchange Bank’s general 
assets at a uniform rate of interest of 
3 per cent, per annum, but not exceed- 
ing the bank rate, for at least ten years. 
If the Banking Council and the Board of 
Directors of the Bank of Issue decide 
each by three-fourths majority to in- 
crease the limit or extend this period 
such increase or extension should be 
permitted. 

(iv) Besides the cash credit limit referred 
to at {iii), the Bank of Issue should 
grant a limit of at least Rs. 15 crores 
for rediscounting its bills at special 
rates of discount, not exceeding the 
bank rate, as the Banking Council may 
decide from time to time. Bills thus 
rediscounted should be permissible as 
backing to the notes issued within the 
limit prescribed in that behalf. 

(u) Acceptances of the bank should be per- 
missible, for discounts at the Bank of 
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Issue and such discounts should not 
be calculated as a part of the limit 
referred to at (i«). 

(vi) The bank should bo free' to rediscount 

its bills to other banks whether in India 
or outside. 

(vii) The bank should do evei’y kind of 

banking business canied on by ex- 
change banks including taking of deposits 
and loans both in India and abroad. Its 
foreign branches should do the agency 
business of the Bank of Lssuc, which 
should be required to give prefei-ence 
to it. 

(mii) 1’he bank should open branches in all 
].x)rt towns in India and in such other 
places in this country as may be decided 
by its Board of Directors subject to 
the approval of the Banking Council. It 
should be authorised to open branches 
in foreign countries as the directors 
may decide from time to time. 

(ix) The bank should be liable to all texes 
to which other banks of the country 
are liable including the “ Safety and 
“ lUxaraination ” taxes - -it should, how- 
ever, be exempted from the “ Security 
Deposit.” 

(x) The profits of the bank should be dis- 
tributed as and in the order shovm 
below ; — 

(a) Ten per cent, to a, resen^e fund till it 
equals the paid-up capital. Further 
contributions to. the fund should be 
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determined by the Government and 
the bank. 

(6) Dividend, not exceeding 10 per cent, 
on the paid-up amount to the share- 
holders. The dividend, however, 
should not be cumulative. 

(c) Ten per cent, of the remainder to the 

bank of issue for grunting cheap credit 
facilities. 

(d) The residue to be divided between 

the State and the shareholders in 
the proportion of 3: 1. The State’s 
share of profits should be utilised 
as provided for in the case of its 
share of profits from the Bank of 
Issue. The shai'eholder’s share may 
be either disbursed as additional 
dividend or accumulated for the 
purpose of equalising dividends, as 
the l)ank’s directors may decide. 

(xi) The management of the bank should 
be through a General Manager who 
should be appointed by the directors 
subject to the approval of the Banking 
Council. Under him should be Deputy 
General Managem, Branch Managers, and 
so on. It is not necessary to put re- 
strictions on the nationality of the 
managers at this stage, because firstly 
the Imperial’s* European stafi has to 
be provided for and secondly the know'- 
ledge of foreign currencies, languages 

* Thia is of course on the assumption tliat the Imperiars trans< 
foitnatioii is agreeable to ail concerned. 
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and foreign business is esvsential, for 
which sufficient Indians may not be 
presently available. But within a period 
of 15 years from the commencement 
at least half of the Deputy General 
Managers and all the Branch Managers 
in India should be Indians. The re- 
cognised policy of the bank as regaixls 
management should bo to accelerate 
Indianisation consistent with safety and 
sound working. The liank should have 
at least one Indian in each of its foreign 
branches from the very begiiming. 

(;m) It should be one of the fundamental 
objects of the bank to promote Indian 
interests in foreign trade and to afford 
special facilities to Indians engaged in 
foreign commerce. 

{xiii) The banks should be empowered to 
promote the formation of other ex- 
change banks both under Indian and 
foreign laws, either in pirtnership or in 
alliance with it or on agency basis, to 
do business with or in any special 
countries where such separate arrange- 
ments may be necessitated by the law.s 
of those countries, or otherwise con- 
sidered advisable. 

{xiv) The bank should be subjected to the 
general control and examination of the 
Banking Council and of the Comptroller 
and Examiners of Banks like other 
banks of the country. 
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Im)) The charter of the bank should be for 
30 years in the first instance. Altera- 
tions in the charter during this period, 
may be sanctioned by the legislature 
if considered by it necessary, provided 
the same are sanctioned by three-fourths 
majority of the shareholders and approved 
by the Banking Council. 

Explanation 

A brief explanation as to the object in suggest- 
ing the above constitution may be necessary, Ijargc 
capital has been prescribed because a bank of this 
nature should command not only great confidence 
in India but also in the outside world. At the 
same time to enable a reasonable return to the capital 
holders, half of the capital has lieen proposed to 
be kept as uncalled liability. A bigger limit of 
dividend than that given in the case of the bank 
of issue is proposed, because the Exchange Bank’s 
busine.ss carries greater risks and the profits should 
increase proportionately to the risks involved. 
Special facilities at the bank of issue are suggested 
because it is difficult for an Indian bank to compete 
with the existing foreign banks on accomit of their 
long connections with the world’s important markets 
and important banks where they command cheap 
funds. The Indian Exchange Bank will lake some 
time before it can hope to get funds and financial 
assistance in the outside world and in the mean- 
time assistance on the part of the bank of issue is 
necessary in the national interests. Examples of 
such assistance are purrent in other countries. To 
compensate the bank of is.sue for supplying cheap 
credit facilities a poi^tion of surplus profits has 
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been proposed to be given to it. We have also 
anticijiated difficulties in establishing branches in 
some of the foreign countries where restrictions 
are imposed on foreign banks and provided for 
the foraiation of new companies to do banking 
with such countries. In conformity with the 
general principle to make the Banking Council 
as the final authority on banking matters in India 
controlling and examination jxiwers liave been 
reserved to it. 



CHAPTER Xll 

AGEICULTURAI- CREDIT 

Necessity for agricultural credit — Short and long term 
credit — Short-Term Credit : Purpose — Security for 
credit — Basic idea of credit unions — Originated in 
Germany — Raiffeisen and Schulze -Del it zsch systems, 
their peculiarities and objects — How credit machinery 
works — Constitution of central credit society — State 
assistance in credit arrangements, basis for such assis- 
tance — Principle of co-operation and joint-responsibi- 
lity introduces sufficient security — Ministry of Agricul- 
ture and Fisheries’ .Report — Maolagan Committee — Draw- 
backs of Indian system — Ways and Means to reorganise 
suggested : Propaganda, Provincial Agricultural banks, 
their constitution and functions, Agricultural Credit 
Board, Discounts and rediscounts, Charge on farm 
wealth, etc. — Long-Term Credit : Importance of 
German land mortgage banks — Working explained — How 
repayments facilitated — Experience of land mortgage 
banks — Bonds as moans of obtaining money— Peculiari- 
ties explained — Reiitenbank as a means to rehabilitate 
German currency — Long-term credit facilities in the 
U. S. A ; Federal Farm Loan Act, 1916, Federal Farm 
Loan Board, Method of working explained, American 
Government help — Credit Foiicier de France and subsidy 
by French Government — Necessity of mortgage banks 
in India — Would promote land owning farmers — Plan 
of organizing land mortgage banks in India : Provincial 
land banks, Dii’ectorate, Management, Business, Facilities 
at the bank of issue, Government assistance, Profits, 
Taxes, Land Credit Board, etc. 

Specialisation in banking is as necessary as in 
other economic pursuits. We have already explained 
howr the ordinary banks aati mainly concerned with 
the financing of the movement or of the eommer- 
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cialisation of goods and cannot be expected to 
satisfactorily supply credit, when the agricultural 
products are in the course of formation, or when 
the cultivators require long-term credit to effect 
permanent improvements of a capital nature. 
Separate credit organizations are necessary for the 
latter type of financial operations. Establishment 
of such special institutions is particularly necessary 
in this country because her agricultural population 
is in the main illiterate and the crude form of credit 
which these people get from the village banker is very 
costly and insufficient. The last factor is not only 
greatly responsible for the rural indebtedness, but 
considerably reduces the economic return to the 
cultivator from his crops, firstly because a goorl bit 
of the value of his crops goes towards interest and/ 
or principal repayments ; and secondly, because he 
is in the hands of credit suppliers who force him to 
sell his preducts not when it is advantageous for 
him to do so, to get the best price, but when they 
may happen to need back their money, which may 
not coincide with the time when best prices could 
be expected, or when they may wish to further 
profiteer directly or indirectly by the forced sale of 
his goods. It has betm said elsewhere that the 
village banker does not give his sole attention to 
ba.nking but combines money-lending with trading 
and in the latter capacity he is interested to buy 
as cheaply as possible the village products. Want 
of agricultural credit organizations is felt much 
more keenly in India because the ryot is in the main 
not educated nor familiar with the commercial ways 
of co-operating, marketing, hedging and other 
similar operations whereby fair return from the pro- 
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ducts of the land is generally obtained. India’s 
main industry is agriculture and it is a bare act of 
social and economic justice to arrange for its credit 
requirements. Japan, America, Germany, France, 
Italy, and all other countries engaged in agriculture 
have established suitable agricultmal banks. Eng- 
land, whore agricultural activity is insignificant and 
nothing in comparison to her industrial and manu- 
facturing occujjations, htis been also of late giving 
attention to the problem of agricultural credit. A 
special report of the Ministry of Agi’iculturc am! 
FisliOTies was issued last year which deals with this 
problem and recommends conemte measures to 
supply credit to the farming community. Much 
more then, is the urgency of the necessity of organis- 
ing suitable credit machinery for the Indian ryot. 
The Monej' Lender’s Act (or the Borrow^er’s Protec- 
tion Act, as it is official^ described), which some 
of the Indian provincial legislatures have passed 
does not solve the problem of rural indebtedness ; 
it on the other hand hampers the supply of credit, 
however crude or costly it may be, for the carrying 
on of the cultivator’s business. The proper remedy 
is to remove the necessity for borrowing from the 
village banya by introducing suitable and satisfactorj^ 
means of obtaining credit. 

The problem of the agricultural credit resolves 
into two sections : (i) Short-term credit, and {ii) 
Lchg-term credit. The former is required for such 
purposes as buying of seeds and manure, personal 
and labour expenses, water rates and taxes and other 
current and incidental expenditure which are needed 
during the period of cultivation and could be repaid 
after the relative crops are haiv^jted and sold in 
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the market. The latter is needed for effecting 
permanent improvements in land, bringing in of new 
land under cultivation, buying of fi'esb land, })ur- 
chasing of large plant and machinery to incimse 
production and so on. As these two kinds of credit 
differ very much in duration, there should be two 
distinct types of institutions to tackle the respective 
problems represented by them. 

Short-Term Credit 

Some of the principal Indian crops like wheat, 
oil-seeds, groundnuts take six months from the time 
of sowing to the time of harvesting while other 
crops like cotton and rice may take eight to nine 
months for maturing. Thus the duration for short- 
term credit should not be for less than six months. 
In some cases credit may be needed for even nine 
months and the agencies which are hereafter re- 
commended to handle this type of cre<lit should be 
empowered to grant such longer credits, wherever 
necessary, to suit special requirements. 

Credit or financial aasistance is giantcd against/ 
some tangible security. That security may consist 
of some goods hypothecated to the creditor or may 
be represented by the personal lesponsibility and 
reliability of the borrower, as embodied in one’s 
general assets, either singly or jointly with others. 
“Character is also a recognised form of security. 
Most borrowers possess such security and are entitled 
to credit upon this basis, but to ascertain the credit 
to which they are entitled requires a more or less 
intimate knowledge of their personal habits and of 
their financial and domestic situation.” * The 
agricultural population, as a whole, poss^ses sufij- 

18 ' I ■ . 
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cient chaiuoter and even property to warrant any 
temporary financial help for periodical crops and it 
is this principle of collective knowledge and res- 
ponsibility of the community which is fully exploited 
in the institution of agricultural co-operative credit 
societies wh'ch organise short-term credit for the 
farmers. “The underlying basic principle is that 
a man’s best asset is his own associate’s estimate of 
him, and the advantage of this estimate is obvious. 
The primary or basic societies are composed of a 
small homogeneous membership mutmilly acquainted. 
Only those known to be honest and industrious are 
admitted to membership, and loans are made only 
to such members as have a legitimate need for the 
money and for productive purposes only.”* 

“ Wherever the credit unions have been properly 
established and encouraged they have regenerated 
and accelerated agriculture, commerce and industry 
or any other department of human activity to which 
their principles have been applied. They have 
stamped out usury and raised millions of human 
souls from the depths of despair to lives of hopeful- 
ness and service. They have supplanted shiftliness 
by industry, improvidence by sobriety ; selfishness 
by neighbomliness ; individual effort by concerted 
action — in fact they have proved to be one of the 
most potent moral, educational and social forces in 
the history of civilisation and in the enrichment of 
the life of the common people.” * 

Co-operative credit unionism originated in Ger- 
many in 1849. Fredrick William Raiffeisen and Franz 
Hermann Schulze-Delitszch were the founders of the 


* Moulton. 
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two systems of co-operative credit which are common- 
ly known as Raiffeisen system and the Schulze- 
Delitzsch system respectively. In the former case 
a number of farmers residing in the same neighbour- 
hood or locality combine together and form a imion. 
A few well-to-do people also join the union to help 
their neighbours by increasing the society’s credit. 
Liability of each member is imlimited though some- 
times modifications on the principle of limited liability 
are introduced. The union obtains funds from 
deposits and borrowings which an; advanced to the 
members according to their means and requirements. 
Their work is carried on mostly honorarily excepting 
by the clerical staff wliich is paid salary. By common 
consent the richer members are allowed to do the 
chief executive and superintending work. Raiffeisen 
banks boast that neither member nor creditor has 
ever lost a peimy by them, and while this is denied 
it seems at least near the truth. In the case of 
Schulze-Delitzsch institutions a number of craftsmen 
residing in a town and working on their own account, 
the joiners, shoe-makers and so forth, combine 
together and form a society. They raise a capital 
of guarantee by obliging each member to take up 
one share and one only, which is of large value, say 
£30 or £50 or even much more. This sum need not 
be paid at once but its payment can be spread over 
a convenient period. The object of having a 
comparatively large value share is to commit every 
member to a long course of saving. On the strength 
of this capital and the unlimited liability of the 
members the union is able to obtain a much larger 
working capital, through deposits and borrowings. 
The funds of the bank are advanced as loans to mem» 
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bers. The management of the bank receives re- 
muneration and the profits are either divided or 
accumulated as reserve. A number of unions of 
each type combine to form a central, co-ordinating 
and supporting institution which assists them in 
their credit o|)erations. “Both the types agree in 
being generally founded on unlimited liability, but 
speaking broadly they are contrasted in that the 
Schulze-Delitzsch banks work primarily, though by 
no means solely, among townsmen, are based on 
sliare capital, work for profit, which they divide on 
shares, are conducted by paid directors, and confer 
their benefits not on the very poorest but rather, 
as their own friends say, on the middle classes : 
the Raiffeisen banlis are designed for the peasantry, 
are not based ui)on shaio capital, neither divide, 
nor work for, profit, are conducted by unpaid 
director and confer their benefits esjxjcially on the 
fjoor. The Schulze-Delitzsch tyjxj is strong in self- 
help, but tends to commercialism as it grows ; the 
other needs the help of the well-to-do to back up 
the self-help of the pooi’, but it tends to altruism 
and the union of the classes.” * 

It may be advisable to explain how the credit 
machinery of co-operative societies works in practical 
details. After a union is formed the members elect 
the executive council which manages the affairs. 
Usually no borrowing members are elected on this 
coimcil. The coimcil considers applications for 
advances from the members and fixes credit lines 
which can be extended to them. Money is advanced 
on the note of hand but if the amount required be 
laige, joint responsibility of some other reliable 

♦ Encyclopaedia Britaiinica. 
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person, whether member or non-member, is insisted 
upon or some other collateral is required. If demand 
for money is more than can be met from the imion’s 
own funds appeal is made by the union to the higher 
credit society of which it is a member. The work 
of this society is controlled by a Board of Directors 
elected by the member xmions. The union’s applica- 
tion is decided on its merits, keeping in view require- 
ments of other members of the society. Whatever 
amoimt is sanctioned, the union endorses the pronotes 
and bills of its members to that extent and receives 
the money. To obtain as great a scope for the 
supply of credit as possible the higher or district 
societies generally combine to form a central society 
which extends credit to them and through them 
to the unions and their members. The management 
of the central society is carried on by directois 
elected by the member societies. The central 
society makes permanent and emergency arrange- 
ments with the major commercial banks and the 
bank of issue, to advance monev to it. Thus a 
substantial structinre is built on the slender security 
of the individual farmers and steady sup])ly of ciedit 
is assured to the cultivating community. 

Sometimes the central credit society referred 
to in the last paragraph is not an organization of 
the member societias but is either a joint-stock bank, 
some of whose shares may or may not be owned 
by the credit societies, or a special State bank which 
devotes special attention to the financml needs of 
the peasants. Dresdner Bank of Germany is an 
example of the fonner type which is practically a 
central institution for the Schulze-Delitzsch banks. 
Preusische Central Genossensch«fts Kasse is an 



278 ORGANIZATION OF INDIAN BANKING 


CBA^. 


example of the State Agricultural Bank to which 
the Prussian government endowed over million 
pounds of public money. Similarly in France 
Credit Agricole receives special facilities. When the 
Bank of I'Vance’s Cliarter was to be renewed some 
years back it was compelled by the French govern- 
ment to lend forty million gold francs to the Credit 
Agricole without interest and also to give about 
£120,000 per annum out of its profits to assist 
agriculture. The money thus obtained was lent 
free by the Credit Agricole to “ regional *’ * banks 
and by them at about 3 per cent, to local societies. 
In Austria a great deal of similar help has been given. 
Assistance on the pa.rt of State in the matter of 
credit arrangements to its cultivators is more or 
less i^ecognised to be one of the responsibilities of 
the modem government. Tlie basis for such under- 
taking are economical, social and political. Eco- 
nomical, because the conservation of agriculture, 
and as a legitimate corollary, the j)erpetuation of 
the food supply, is a vital economic problem and 
so considered by all nations. It is equally a national 
and a political problem. Even for the progress of 
industries it is necessary that the production of raw 
materials should be kept on satisfactory basis with ' 
the help of suitable credit assistance. From the 
social point of view it is desirable to keep vast 
portion of population engaged in agriculture always 
contented and free from the revolting bondage of 
the usurer which may, at any time, result in their 
rebellion against society. There are many instances 
in history of agrarian outbreaks. 

♦ They correspond to district co-operative credit societies in 
India. V 

* * t < 
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The principle of co-operation and joint-i’csponsi- 
bility introduces sufficient security for credits ex- 
tended to cultivators. Moreover, it is very simple 
both in conception and in detail of working. There 
is no danger of any abuse of power in granting 
credit, because the higher societies serve a sufficient 
check on the lower societies, and tlu'ough them on 
the individual members. It is difficult to think 
that the members of a primary union w'ill be reckless 
in the determination of their credit lines because 
if they do so that would be on their individual and 
collective unlimited liability which would involve 
their whole fortune. Moreover, credit limits are 
restricted by the availability of the union funds 
and in practical application are subject to the (sontrol 
of higher societies. England, however, is tWnking 
of a different plan. The Ministry of Agriculture 
and Fisheries issued a report sometime back on 
the question of agricultural tucdit in England in 
which they recommended tliat the machinery of 
short-tenn credits should be concentrated in the 
hands of banks and that to make the bank system 
as fully effective as possible, the banks should be 
empowered to take a charge upon the wealth of 
the farm either in the form of chattel mortgages or 
floating charges. They further added that the chattel 
mortgages in favour of the banks only should be 
legalised and that a central banker’s register should 
be established in which such mortgages or charges 
should be registered. These recommendations are 
good in themselves and sufficient to meet the require- 
ments of a non-agricultural country like England, 
where the main industry of the people is not agricul- 
ture nor the demand for agricultural credit, large, 
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acute or specialised. They are, however, unsuited 
and cumbro us for countries where majority of the 
people are engaged in agriculture. For such countries 
experience has demonstrated that co-operative credit 
societies based on proper foundation and with 
proper encouragement solve the problem more 
effectively and simply. If, however, further safety 
is needed in respect of co-operative credits a law 
could be enacted whereby the farm wealth could 
not be alienated or the co-operative credit obhgations 
should be considered as a prior charge on it just 
like rates and taxes ; or, if necessary, the government 
of a country should extend its guarantee to the co- 
operative credit machinery and in return for this 
guarantee legalise a charge on the crops in its favour, 
which should be prior to all other obhgations of the 
farmers. And because the member famiers will be 
responsible directly or indirectly for the obligations 
of credit unions the security of their total farm 
wealth will be ample for the financial assistance 
supphed to their community. An enactment of this 
nature will have a deterrent effect as rt^ards loans 
from money-lenders to farmers and be much more 
effective than the “ borrower’s protection measures ” 
Lately sanctioned by some of the Indian Provincial 
Councils. 

In chapter II we have given a brief description 
of the co-operative credit activities as current in 
India. The Grovemment of India and the Provincial 
Governments have been devoting their attention 
to these problems and committees have been ap- 
pointed from time to time to tackle them. Lately 
co-operative conferences have begun to be held in 
this country which discuss problems peculiar to 
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them. These are hopeful signs. The Maclagan 
Committee appointed in 1914 to examine whether 
the co-operative movement was progressing on 
right hues, especially in its financial aspects and in its 
higher stages, made some suitable recommendations. 
The drawbacks of the Indian system are : (i) There 
is no suitable propaganda to make known and 
popularise the movement ; (ii) No systematic efforts 
are made for its growth ; (ui) Co-ordinating eneigy 
is lacking ; (iv) In many cases centralising and 
supporting institutions to which the societies can 
first look for support are wanting ; (v) There is 
no strict and vigilant supervision which has led to 
many frauds and abuses ; {vi) The co-operative 
system has not been assimilated into the country’s 
banking system nor are its efforts supplemented by 
other banks. It is lacking in points of contact with 
the rest of the system. When its own funds arc 
utilised it has no arrangements whereby it can fall 
back upon other important banks for the supply 
of credit ; {vii) It requires active and vigorous sup- 
port of the Government. 

No efforts to put the movement on sound and 
progressive basis can be minimised. Welfare of 
the agriculturist is a primary concern. We sug- 
gest below ways and means to satisfactorily re- 
oiganise the credit machinery for the ryot : — 

(i) Vigorous propaganda should be carried 
on both by private and public agencies 
to demonstrate advantages of the move- 
ment to the cultivating class. The 
village societies and the village authorities, 
like the panchayats, patel, local boards, 
'to., sjiould give tlieiT active support 
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to the progress of the movement. As 
a preliminary to their devoting energy 
to this work they should, of course, be 
first educated by the district and pro- 
vincial agencies. The higher societies 
should further popularise the activity. 

(ii) To give confidence to the movement 
the basic unions should preferably be 
constituted on the principle of un- 
limited liability. Well-to-do farmers and 
zamindars of the locality should be 
influenced in every possible way to 
join the unions. In order to facilitate 
establishment of unions the initial value 
of shares for forming capital, if necessary, 
should be kept as low as possible. The 
management of the unions should be 
in the hands of comparatively richer 
members assisted and guided by honorary 
non-members, wherever deemed neces- 
sary. They should get their funds from 
deposits and by borrowing from higher 
societies. The work of these societies 
should not be influenced by any motives 
for profits but restricted to the minimum 
necessary to meet the expenses. Their 
primary object should be to obtain credit 
for members by joint and co-operative 
efforts, which members may not be able 
to get singly. If the annual working 
disclose^ any small surplus of revenue 
the same should be taken to a reserve 
fund. » ^ 
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(Hi) The primary unions should be federated 
into a district society. The society should 
possess capital which should be furnished 
by the members. If necessary, public 
should be allowed to subscribe to its 
capital. Return on such capital by 
way of dividends should be Umited to 
6 per cent., surplus being taken to a 
reserve fund. The member unions should 
not be permitted to take loans except 
through the district societies. The dis- 
trict societies should accept deposits from 
both members and publi(} and obtain 
loans only from the Provincial Credit 
Society or Provincial Agricultm-al Bank. 
The management of the district; society 
should be in the hands of directors 
elected by the shareholders with a 
nominee of the Provincial Agricultural 
Bank. The society should have power to 
examine affairs of the member unions. 
{iv) There should be in etich of the major* 
provinces a Provincial Agricultural 
Bank towards which should converge 
the whole of the provincial co-operative 
credit pyramid. Its capital should be 
at least Rs. 1 crore subscribed, half 
of which should be paid-up. In the 
first instance the capital should be 
offered to the district societies as much 

* The major provinces are, Bengal, Mcklras, Bombay, Biliar & 
Orissa, United Provinoes, Punjab, Central Provinces, Assam 
and Burma. In the smaller provinoes cither small central societies or 
small agricultural banks may be formed or the district credit 
societies may be attached to the Provincial P|ank3 in the neighbouring 
major provinces. i * 
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as they are able to take up, with an 
obligation to take up a certain minimum 
amount, and the balance should be 
offered to the public including other 
banks. Any portion that remains un- 
subscribed within six months of the 
opening of the Subscription list should 
be taken up by the Provincial Govern- 
ment either by contributing the same 
in money or by giving its guarantee 
to that extent. Any fresh district 
societies that may be formed after the 
establishment of the bank should be 
required to buy some minimum amount of 
shares which may either be issued in 
addition to the already existing shares 
or transferred by the Government if 
the latter so desires. The bank should 
receive deposits from the members as 
well as public but the rates of interest 
which it offers on deposits should be 
under control of the Banking Council — 
the object of this restriction is to save 
other banks from mihealthy competition 
of these provincial state-aided institutions. 

The management of the Provincial Agricultural 
Banks should be in the hands of a board of twelve 
directors composed as : (a) Four to be elected 
byHhe shareholders voting in proportion to their 
shareholdings ; (6) two to be elected by the district 

co-operative societies each enjoying one vote ; (c) 
one to be elected by the banks working in the pro- 
vince, each bank enjoying one vote; (e) one to 
be nominated by the provincial legislature ; (d) one 
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to be nominated by the bank of issue mth con- 
currence of the Banking Council ; (f) one to be 
nominated by the Governor-in-Council ; (ff) one 
to be appointed by the All-India Agricultural Bank 
or the Agricultural Credit Board ; (/<) Director 
of Agriculture who should be ex-officio director. 

The chief object of a bank of this type should be 
to see that adeqviate credit arrangements are made 
to supply the lower societies with necessary credit 
means. It should be free to borrow from other 
banks and public. The Provincial Governments 
may transfer a portion of their funds to these banks 
as short-term deposits without interest, whenever 
that may be necessitated by special circumstances. 
The bank of issue should be obliged to extend reason- 
able credit lines to every provincial bank. It is 
not unreasonable to suggest that every such bank 
should enjoy an open cash credit limit of 
Rs. 25,00,000 at the bank of issues on the security 
of its general assets at 3 per cent, rate of interest 
fixed. Besides this, the bank of issue should ex- 
tend rediscounting facilities to the extent of at least 
one crore of rupees. Rate of discount for bills up 
to this amount should be controlled by the Banking 
Council but it should, under no case, be more than 
the official discount rate. 

The bank should also do other banking busi- 
ness like drawing, remittance, collection, agency, 
etc., but for its members only. It should be a 
monber of the country’s clearing system. 

The Board of Directors of the bank should 
fix credit lines for the district societies to whom 
moneys should be advanced on the security of bills 
and pronotes endorsed by them. ,The period of such 
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discounts should ordinarily be not more than six 
months but it may be extended to a maximum period 
of one year in particular cases. Renewals there- 
after should, however, be permitted, if necessary. 
The provincial banks should have right and power 
to examine the affairs of district and primary 
societies. 

Dividends of the bank should be distributed 
as and in the order shown below : — 

(a) Ten per cent, to Reserve till it equals at 

least the paid-up capital. 

(b) Seven per cent, to shareholders. 

(c) Ten per cent, of the remainder to the 

bank of issue for cheap credit facilities. 

(d) The balance to be distributed half-and- 

half between the shareholders and the 
Provincial Government. The former 
may be either distributed as additional 
dividend or acciunulated for the pur- 
pose of equalising dividends. The 
Provincial Government’s share should be 
accumulated at 4 per cent, interest 
,till such times as the bank does not 
need it any more. The Government’s 
share of profits should not be taken 
to revenue but utilised for benevolent 
and educational purposes and for the 
propagation of the co-operative move- 
ment. 

All the provincial agricultural banks may 
rither be federated under an All-India Agricultural 
Bank or be guided and controlled by an Agricul- 
tural Credit Board. In the former case separate 
arrangements on ,,the part of the provincial agri- 
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cultural banks at the bank of issue would be un- 
necessary nor such a large capital would be re- 
quired. In our opinion the Agricultural Credit 
Board would answer the purpose much better and 
the provincial organizations should be developed 
on the principle of self-help. 

The Board should consist of the member of 
the Govemor-Generars Executive Council in charge 
of agriculture, as ex-officio member and six others, 
one being appointed by each of the following six 
bodies : (a) Governor-General in Council ; (6) The 
Central Legislature; (c) the Provincial Governments, 
each having one vote ; (d) the Provincial Agricultural 
Banks each having one vote; (e) the Banking Council; 
(f) Banks of the country, above the rank of “ Local ” 
Banks each enjoying one vote, excepting the bank 
of issue which should have ten votes. 

The Agricultural Credit Board should have 
controlling, examining and superintending powers 
over the whole system of agricultural and 
co-operative banks. It should have power to 
prescribe limits on rates of interest which should 
be observed by the agricultural banks both for 
the purpose of borrowing and lending, subject 
•to the power of alteration reserved to the Banking 
Council. The Board should be the final authority 
to regulate the agricultural credit machinery of 
the country. If the Provincial Agricultural Banks 
are in need of more funds and their requests in this 
behalf are legitimate the Board should do all in 
its power to make arrangement for the same ; and 
even if necessary, request the Government of India 
to procure the same on the strength of its credit 
or guarantee. 
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(v) The system of bills, discoimts and redis- 

counts should be introduced and encour- 
aged to facilitate joint-guarantee and 
responsibility by endorsements as well 
as to inculcate the habit of meeting 
monetary obligations on maturity. 

(vi) A suitable legislation should be introduced 

by the Government by which obligations 
incurred to the credit societies should be 
considered as a first chaise on the farm 
wealth of the borrowing farmers just 
like rates and taxes. Such a security 
of the credit unions will naturally be 
considered as pledged to the higher credit 
societies and through them to the Pro- 
vincial and Central Governments as well 
as to others that may have ultimately 
advanced money on the endorsed notes 
and bills of the fanners concerned. 

(ini) Power of examination and control has 
been suggested to be given to the higher 
societies in mspect of the affairs of the 
lower societies. It would be advisable 
if the Bank Examiners be empowei'ed 
to examine the affairs of the credit' 
societies occasionally and make reports 
to the Banking Council and the Agricul- 
tural Credit Board. 

r 

Long-Term Credit 

The problem of long-term credit is of equally 
great importance to the land-holding class. Money 
for capital improvement or reclamations cannot be 
repaid but slowly ^d gradually from annual savings. 
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Germany is again conspicuous originating facilities 
for the supply of this typo of credit. She evolved 
the so-called land-mortgage banks (Landschaften) 
whicli advance money on the security of mortgages 
of property of the borrower. Loans only for produc- 
tive purposes are made. If a boiTOwer wants money 
for the purpose of ‘ consumption ’ the application 
is refused. Property against which advance is 
required is strictly valued from all possible aspec;ts 
and advance made only up to 50 or 60 per cent, of 
the value thus determined. Usually property 
yielding income or capable of yielding income within 
a short period is only accepted. Advances are made 
sometimes for periods as long as 50 or 60 yea.rs. 
A boiTower is at liberty to jiay back his laans earlier 
if be chooses but the land-mortgage bank cannot 
compel him. Repayment is generally made by fixed 
annual instalments spread over the ijeriod of loan, 
which ultimately cover up both principal and interest. 
It is a simple calculation of nriathematics that if the 
re[)ayment of loan is spread over a long period and 
is made by annuities or on amortisation principle, 
the amount of annuity is little more than interest. 
For example, if the amount of loan is Rs. 1,000, the 
term of repayment 30 years, working expenses to 
be paid every year for managing the loan ^ per cent, 
and the rate of interest 5 per cent, the semi-annual 
payment is alx>ut Rs. 35, or about Rs. 70 a year. 
This works to an annuity of 7 per cent, or only 2 
per cent, over the rate of interest. Similarly if the 
period of loan is 50 years and the rate of interest 
4 per cent., the annual instalment will be only 4*65 
per cent, of the amomit of the loan, i.e., only ^ of 
one per cent, over and above the, late of interest. 

19 ■ * i 



290 ORGANIZATION OF INDIAN BANKING 


CHAP. 


Sometimes the amomit of annuity and rate of interest 
are fixed and the period of repayment is calculated 
from this data. Before the war the German lands- 
chaften usually fixed the annual annuity at only 
I per cent, over and above the rate of interest. Thus 
if the rate of interest were 4 per cent,, the annuity 
would be 4^ per cent, and the whole debt would be 
liquidated within about 55 years. If the amount of 
loan were Rs. 10,000, the amount of interest alone 
would be Rs. 400, and an extra payment of Rs. 50 a 
year enables the whole principle to be repaid. The 
advantage of repayment by annuities is that the 
borrower does not feel the burden at all. He at 
once begins to extinguish the principal of the debt 
and as each year the principal decreases, the interest, 
of course, decreases also, and the annuity being 
fixed, the proportion of it applicable towards the 
extinction of the mortgage increases. On the next 
page we give a table showing how a loan gets 
extinguished by amortisation. 

In some special cases period of repayment is 
increased to 75 years, though such instances are rare. 
The difference between annuity and interest in that 
case is further reduced. An honest and hard-working 
cultivator who wishes to purchase land and repay 
from annual income will not feel any burden at 
all. Moreover, the instalment is so small that if he 
happens to be temporarily without funds to meet 
the instalment, the local bank or the credit union 
of which he is a, member will help him to pay the 
amount. The experience of land-mortgage banks 
is that it is very rarely that a mortgagor does not 
pay r^ularly. Hardly one in 150 or 200 mort- 
gagors compels hi^ bank to fore-close and administer 
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Table showing how a Loan of Rs. IflOfiOO (one Lakh) will be 
liquidated b// amortisation payment of per cent, every 
year the Rate of Interest being 5 per cent, per annum. 


Year. 

Yearly 

payment. 

Payment 1 
towards 1 

interest. | 

Payment 

towards 

principal. 

Balance of 
principal. 


Rs. 

Rs. 

Rs. 

Ba. 

1 

6,600 

6,000 -0000 

500 0000 

99,600-0000 

2 

6,600 

4,976-0000 

625-0000 

98,976-0000 

3 

6,500 

4,948-7600 

561-2600 

98,423-7600 

4 

6,600 

4,92M876 

678-8126 

97,844-9376 

T) 

6,600 

6,892-2469 

C07-7631 

97,237-1844 

() 

6,500 

4,861-8593 

638-1407 

96,.699'0437 

7 

6,600 

4,829-9620 

670-0480 

95,928-9967 

8 

6,600 

4,796-4496 

703-6604 

95,226-4463 

0 

6,600 

4,761-2719 

738-7281 

94,486-7172 

10 

5,500 

4,724-3366 

775-6645 

93,711-0627 

11 

6,600 

4,686-6623 

814-4477 

92,896-6050 

12 

6,500 

4,044-8299 

865-1701 

92,041-4349 

13 

5,600 

4,602-0714 

897-9286 

91,14.3-6063 

14 

6,600 

4,667-1760 

942-8250 

90,200-6813 

15 

6, .600 

4,510-0338 

989-9662 

89,210-715! 

16 

5,500 

4,460-5456 

1,039-4546 

88,171-2606 

17 

6,600 

4,408-5728 

1,091-4272 

87,079-8334 

18 

6,600 

4,353-9015 

1,146-0986 

85,933-7349 

19 

5,600 

4,296-5966 

1,203-4034 

84,7.30.3316 

20 

6 600 

4,236-4266 

1 .263-6736 

83.466-7680 

21 

6,500 

4,173-2479 

1,326-7621 

82.140 0059 

22 

6,500 

4,106-9103 

1 ,393-0897 

80,746-9162 

23 

6,600 

4,037-2669 

1,402-7441 

79 284-1721 

24 

6,600 

3,964-1187 

1.635-881.3 

77,748-2908 

25 

5,600 

3,887-3246 

1 1.612*6764 

1 76,135-6154 

26 

5,600 

3,806-6909 

1,693-3091 

74,442-3063 

27 

! 5,600 

3,722-0264 

1,777-9746 

72.664-3317 

28 

i 6,600 

3,633-1267 

1,866-87.33 

70.797-4584 

29 

1 5,600 

3,539-7830 

i 1,960-2170 

68,837-2414 

30 

i 6,500 

3,441-7722 

I 2,068-2278 

66,779-0136 

31 

i 6,600 

3,338-8618 

1 2,161-1382 

64,617-8754 

32 

i 6,6C0 

3,230-8049 

2,269-1961 

62,348*6803 

33 

6,600 

3,117-3462 

2,382-6548 

59,966-0256 

. 34 

6,500 

2,998-2126 

2,601-7876 

57,464-2380 

35 

5,500 

2,873*1231 

2,626-8769 

54,837-3611 

36 

5,600 

2,741-7792 

2,768-2208 

52,079 1403 

37 

6,600 

2,603-8682 

2,896-1318 

49,183-0086 

38 

5,500 

2,469-0616 

3,040-9384 

46,142-0701 

39 

6,500 

3,192-9763 

2,307-0247 

42,949-0948 

40 

5,500 

2,147*3769 

3,352-6231 

39,696-4717 

41 

5,500 

1,979-7467 

3,520*2543 

36.076-2174 

42 

5,500 

1,803-7330 

3,696-2670 

32,379*9604 

43 

5,600 

1,618-9196 

3,881*0804 

28,498*8700 

44 

6,500 

1,424-8656 

4,075*1344 

24,423*7356 

46 

5,500 

1,221*1089 

4,278*8911 

20,144*8445 

46 

5,500 

1,007-1638 

4,492*8362 

15,652*0083 

47 

5,600 

782-6220 

4,717-4780 

10,934-6303 

48 

5,500 

546-6481 

4,053-3519 

5,981-1784 

49 

5,500 

298-9805 

5,201*0196 

780*1589 

60 

8191669 

39-0080 1 

780*1589 
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his estate. The banks, of course, impose strict condi- 
tions in the mortgage deed and possess special powers 
to take estate in their hands for administration 
but they are very seldom forced to take such steps. 
But even when they take the mortgaged property 
under their control their object is not to usurp the 
property like an ordinary money-lender or usiu’er 
but to administer it in the interests of the bonwver 
and to hand it back to him after the loan is repaid. 

An interesting part of the working of a land- 
mortgage bank is the method of its obtaining money 
for such long periods. It is true that it carmot depend 
upon ordinary short-term bank deposits to make such 
loans. It would be dangerous to do so. In fact 
strict restrictions are levied on the amount of ordinary 
deposits which it can accept. The total of such 
deposits is usually not more than 50 per cent, of its 
paid-up capital and reserve. Moreover, it is required 
not to mix its ordinary banking business, conducted 
mainly in the interests of its clients, with the mort- 
gage advances. If there were no restrictions of this 
nature, because its main advances are locked up 
for long periods, in times of emergency it would 
be subjected to very severe strain— often involving 
failure. Its capital is of course utilised in the first' 
instance in taking some mortgages, but sooner or 
later the capital amount tends to be exhausted. 
How then does it get funds to finance further mort- 
gages ? It is quite simple. On the security of the 
mortgages in its favour, obtained in the first instance 
l)y Using its capital, it issues bonds to the public 
and gets money, with which to finance future 
mortgages. The second batch of mortgages is similar- 
ly assigned for sepoi^d lot of bonds and the same 
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procedure repeated. The mortgages are lodged with 
an official trustee on behalf of the bond-holdere. This 
official further examines the valuation on which 
mortgage advances have been made. The liability 
of each mortgage is, of course, only up to the 
amoimt remaining impaid on it. The conditions of 
period of re-payment of bonds vary with the 
circumstances. Sometimes they are repaid by 
drawings, sometimes after fixed periods. The most 
general form of repayment is to keep them outstanding 
for some “ certain ” period, say, ten years, after 
which they are re-payable either by drawings or by 
notice. This jirovision enables the banks to 
pay off bonds when borrower's do not keej) the 
loan for the full period. The bonds are, of course, 
generally repaid from the annual instalments. If at 
any time repayments made by the boirowei's cannot 
be satisfactorily employed in paying back for the 
bonds, the bank buys its bonds in the market and thus 
saves inteixist charges. Sometimes the bonds arc 
bought to popularise them in the market. Owing to 
the security of the bonds being satisfactoi'y and stable, 
and the return on them fixed for a comparatively 
long period they are regarded as first class pxix)r and 
'always in great demand by the investors. lYust 
funds are sanctioned to be employed in them. In- 
surance companies on accoimt of the peculiarity of 
their finances, which requii'e long-term good interest 
yielding safe investments, go in eagerly for them. 
Even ordinary banks deal in them and keep them 
either as permanent investments or as a means to 
utilise their temporary idle funds. Owing to there 
being always a ready market for them they can be 
resold at any ti^ie without na>y loss, because their 

t 
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prices are comparatively stable. The bank of issue 
also makes advances on the security of the bonds 
within certain limits. 

A few peculiarities remain to be explained in 
connection with the land-mortgage banks. During 
the first year of a loan, the borrower is required to 
pay about 3 per cent, to defray necessary expenses 
in connection with the preparation and registration 
of the mortgage, the valuation of the properties and 
other initial expenses. In some cases this charge 
is also distributed throughout the period of the 
mortgage. Effect of this course, is to slightly i ncrease 
the amoimt of the annuity. The valuation of the 
property is in the first instance made by the bank’s 
surveyors who are familiar with the locality and 
the prices reigning there. The appraisers value 
the property from all the possible points e.g . : — (a) 
What would be the price which the property would 
fetch if it were sold i.n the market ? (6) What ie the 
annual return from the property ? (c) What would 
be the annual letting value if the property were let ? 
The value as estimated by the surveyors after consi- 
dering all the relevant points is examined by the 
relative department of the bank, which puts its own 
notes on the estimate. The report is then examined 
by the bank’s directors who make any adjustment 
that may appear proper to them and finally fix the 
value. Wlien mortgages are lodged as seciuity with 
the official trustee at the time of issuing bonds the 
director’s estimate is further checked. In some 
cases this is even voluntarily obtained by the bank 
before makine the advance so that there may be no 
difficulty when floating bonds. Mortgage advances 
are not only made , against agricultural property 
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but against residential buildings also. In the latter 
case only properties situated in good localities and 
always capable of yielding suitable rents are accepted. 
The period of loan in their case is also small, usually 
not more than 30 years. The mortgage banks also 
entertain proposals for advances from industrial 
concerns against the mortgage of their factory, 
building and plant. The period of loan in such cases 
is, however, not more than 20 years. The banks also 
make advances to railways and “ communes ” i.e. 
local and public bodies like municipalities, local boards, 
etc. Such advances are made on the general security 
of the revenue of the bodies concerned and bonds 
issued accordingly. Sometimes to make the bonds 
attractive in a dull market, lottery or prize conditions 
are attached to their issue whereby prizes or lotteries 
are drawn by them. Permission for such issues is, 
however, first obtained from the Govemment. 
Human nature always desires to get something for 
nothing, from mere chance, and the lottery bonds give 
ample opportunities to gratify that desire. Taking 
chances at lottery bonds are much more desirable 
from social and human points than gambling at the 
races and games of chances where people stand to 
‘lose all their stakes. In the cases of lottery bonds 
the principal and stipulated interest are always 
intact and the habit of thrift and saving is promoted. 

When floating bonds the practice in the begin- 
ning used to be to assign a particular mortgage for a 
particular bond-issue and even name the issue by the 
name of the mortgaged estate. The banks now do 
not issue bonds as soon as a mortgage is made. They 
collect a number of mortgages and issue bonds as 
and when necessary assigning ^hem as a collective 
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security for the issue in particular and other issues 
in general. 

In connection with the land banks of Germany, 
Preussische Pfanbrief Bank, Preussische Central 
Boden Credit Aotien Gesellschaft, etc. are well- 
known. The importance and value of land security 
was fimther made use of by that country when 
founding “ The Deutsche Rentenbank ” for the 
purpose of rehabilitating German Currency which, 
as the readers must be aware, had depreciated totally 
during the years following the Great War. The bank 
was established in consequence of the Decree of 
October 15, 192^, with a capital of 3,200 million 
Rentenmarks (equivalent in value to gold marks), 
to be furnished half by agricultme and half by 
industry and commerce, including the banks. The 
Rentenbank held a general mortgage, expressed in gold 
marks, on individual agricultural and commercial 
property, amounting to 4 per cent, of the value of 
that property. The mortgages carried 6 percent, 
interest for the benefit of the bank. The Rentenbank 
was authorised to issue bank notes expressed in 
Rentenmarks up to the amomit of its capital and 
initial reserve. Each Rentenmark was equal to a 
bilUon paper marks. The security of the Rentenmarks 
was thus a mortgage on real and to some extent 
on personal property instead of the usual backing 
of gold and commercial bills. The plan no doubt 
stabilised the internal currency. But as currency 
without the backii^ of gold, the basis of international 
currency, is of no use for foreign trade and fowiign 
payments, the .Rei,chsbank was reorganised under 
the Dawes plan to manage German Currency, sup- 
ported by recognise!^ backing, and the Rentenbank’s 
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cun'ency functions were taken over by it. The 
Rentenbank now looks after the credit needs of the 
agricultural and land intert^ts of the country. The 
ostablislnnent of the l^ntenbank and the stability 
of its notes has, however, successfully demonstrated 
the intrinsic Avorth and importance of land security ; 
and although ciui'ency wholly based on such a security 
may not be a practical proposition because of inter- 
national financial obligations, which I'ecognisfj only 
gold as the medium of settlement, there is no doubt 
about its |»opularity as a source of investment, in the. 
shape of land-bonds, or even about its advisability 
to form a portion of the cuirenc)’^ ^reserve, suitable 
limit being, of comse, ]>rescrilAed, so that the interna- 
tional value of the currency unit is not disturbed. 

The United States of America recognized the 
necessity of long-term credit facilities for her {»eoplo 
and established a suitable machinery for the same 
by passing the Federal Farm fjoau Act in 1916. TIm^ 
Act created Federal Farm Loan Board which lias the 
general supervision of the system. Its iKiwei-s arc to 
organize land banks, to regulate interirst rates and 
other charges on loans, to audit and examine their 
affairs and to supervise the issue of farm loan- 
’ bonds. The board consists of the Secretary of 
the 'Ircasury {ec-offioio) and four other members 
appointed by the President with the approval of the 
Senate. Members serve for eight years and receive 
a salary of $10,000 per anhum, together with necessary 
travelling expenses. ** The country is divided into 
twelve federal land-bank “ districts ” and each district 
contains a federal farm loan bank. Each bank is 
managed by a board of nine dircetors three of whom 


* * Moulton 
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are appointed by the Tederal Farm Loan Board. 
The Capital stock which each bank was required to 
possess before beginning operations was fixed at 
$750,000 divided into shares of $5 each, which was 
open to subscription by any person, {arm, corporation, 
or state, or by the United States. If the capital 
could not be fully subscribed within thirty days of the 
commencement of business the remainder was 
required to be subscribed b 3 '^ the United States. The 
method of granting credit assistance is through 
mortgages as explained in earlier paragraphs. There 
is, however, a slight difference : a number of borrowers 
join together to form an association, the association 
gets a mortgage in its favour and it endorses it over 
to the land-banlv. Money for advances is obtained 
by issuing bonds. The district land-banks can only 
issue such bonds (called “ farm loan bonds '■), when 
specifically authorised by the Federal Farm Loan 
Board. E8w,‘h district has a farm loan registrar, 
appointed by the Federal Faim Loan Board, to whom 
land-banks desiring to issue bonds may bring the 
mortgages which they have taken from their bor- 
rowers. If the securities are approved hy the Federal 
Farm Loan Board, the land-bank is given farm loan 
bonds of equal amount in exchange therefor. The ' 
total amount of bonds to anj?^ bank does not exceed 
twenty times its capital and surplus. The mortgages 
are held by the registrar as collateral, being assigned 
tO jhim in trust by the land-bank. The bonds are 
exempt from national, state and local taxes. Pay- 
ments received by the land-banks frem the mortgagors 
are credited to the mortgage accounts under advice 
to the registrar. All such pajunents constitute a trust 
fund with the bank, ^ be applied bj^’^ it to pay off its 
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bonds when they mature, to purchase bonds issued by 
any district land-bank, to loan on fresh mortgages, and 
to purchase United States government bonds. When 
moiigages are redeemed in full, the registrar cancels 
and delivers them to the proper land-bank for 
being returned to the mortgagor. It is gratifying 
to learn that the American Government, in order to 
popularise the bonds and to create public confidence 
in them authorised the Secretary of Treasury to 
purchase such bonds to the extent of two hundred 
million dollars between the years 1918 — 1921. 

Besides a more or less public organization of the 
above description there is provision for the formation 
of ordinary joint-stock land-banks. They enjoy a 
greater degree of freedom in taking mortgages and in 
matters like period of advance, purpose of advance, 
etc. Restrictions as regards interest are, however, 
imposed upon them also. Also the maximum 
amount of bonds wliich they can issue should not 
be more than fifteen times their capital and 
surplus. Their bonds should be readily distinguishable 
in form and colour from those of the federal 
land-banks. Their zone of operations is limited to 
the state in which their principal office is located 
‘and one other state contiguous to it. 

In France, “Credit Foncier de France” looks to 
the need of long-term credit of the land-holding class 
It is a private company but under sufficient State 
control. It was founded in 1852 and was granted 
Government subsidy of 10 million (gold) francs. In 
1853 and 1856 the Credit Foncier was granted certain 
privil^es and placed imder strict superviaon by the 
Government. Like other land-banks it makes loans 
on the security of mortgages and obtains necessary 
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funds by the issue of bonds. It can, however, lend 
only against first mortgage and only up to half 
the value of the mortgaged property. The French 
Law has allowed the bank certain advanttiges, re- 
garding the general regulations applying to mortgages. 
The governor and two assistant governors are appoint- 
ed by State decree. To make the “ foncier ” bonds 
attrac-tive, the bank is permitted, with the previous 
consent of the finance member, to issue lottery or 
prize bonds. 

There is great necessity of land mortgage banks 
in India. Even England which is piincipally a manu- 
fac'turing country is feeling want of an organization 
which could extend long-term credit to the land-hold- 
ing class. The report of Ministry of Agriculture and 
Fisheries, already referred to, recommends formation 
of land mortgage banks on the model of German land- 
banks. 

Some of the Indian Zaniimlars are heavily in 
debt and their estates are mortgaged. Even if they 
wore to make all possible exertions to redeem their 
pi-operties the high rate of interest (24 to 36i)er cent.) 
they are paying would take them a long time to be 
free from the clutches of money-lenders. Not unoften 
their estates are bought at low price by their creditors. 
Further, the irrigation projects, like the Sukkur Bar- 
rage, Sutlej Valley Project, etc., which are awaiting 
completion, will throw large blocks of agricultural 
land on the market. It is In the national and social 
interests to enable actmil farmers and cultivators to 
possess reasonable plots and both to own and culti- 
vate them. Even if in certain cases large scale 
mmindan be desirable, it is advisable to entrust that 
work to the people of the country and devise means 
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which will facilitate for them to buy land. We often 
hear reports that owing to the absence of local capital 
to buy all the land that will be capable of cultivation, 
after the irrigation projects have been completed, 
land might be even sold to non-Indians for the pur- 
pose of agriculture. It is even said that large foreign 
syndicates are being formed to buy large tracts of 
future agricultural land. If these reports be true 
they ate decidedly not in the national interests. 
All possible efforts should be made to retain future 
cultivable land in the hands of Indians. The 
establi.shmcnt of land mortgage banks will assist such 
Indian ownership. The interest charges would be 
moderate andtheloanstakcn for buying land could be 
easily repaid wdthin 25 to 30 years at the most, from 
annual income. These banks will give a new, 
vigorous and prosperous life, so to say, to the 
agricultural community. 

Indians have great attraction for land and regard 
land security as first class and very valuable. The 
bonds of land mortgage banks, with the primary 
stamp of land security embossed on them, would in 
our opinion be very popular. And if requisite legis- 
lative measures are introduced permitting inve.stment 
‘of trust funds in such bonds their success would be 
doubly assured. Tire issue of bonds is an integral 
part of the working of mortgage banks and as there 
appears to be no doubt about their success, the success 
of the banks themselves may be taken for granted. 

Coming to the actual plan of orgaruzing land 
mortgage banks in India we are of opinion that either 
there should be separate land-banks in each of the 
major provinces or separate mortgage departments 
may be opened in the provincial agricultural banks 
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referred to in the previous section. In the latter 
case it would be necessary to strengthen capital of the 
agricultural banks as well as to keep the mortgage 
business distinct, so as not to mix up with the short 
term business. We, however, favour establishment 
of distinct land-banks. They will be called upon to 
satisfy large demand for credit of this nature and 
faced with great business so that a separate organiza- 
tion is necessary. The banks can avail of services 
of distric-t and primary societies for agency purposes 
or even take mortgages through them, just as 
American federal land-banks do. 

We offer the following suggestions in connection 
with the working and o/mstitution of the proposed 
land-banks: — 

(i) In each major province there should be 
established a Provincial Land Mortgage 
Bank with a subscribed capital of rupees one 
ctore, at least half of which should be paid 
up. Owing to the importance and specia- 
lity of their business they should be incor- 
porated under special charters of the Provin- 
cial Legislatures. Shares should be open to 
subscription by the public, agricultural cre- 
dit societies, banks. Provincial and Central 
Governments, etc. Any portion of capital 
that is not taken up within three months of 
the date of issue should be taken up by the 
provincial govenjment concerned. The 
shares held by -the government may be 
sold at any time thereafter but not at dis- 
count. The whole of the capital should be 
retained in the hands of Indians. 

(ii) The board of directors of the bank should 
consist of 12 person^ appointed as under : — 
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(а) Four, to be appointed by the shareholders 

voting in proportion to their shares. 

(б) One, to be appointed by the Provincial 

Agricultural Bank. 

(c) One, to be elected by the banks working in 

the province. 

(d) One, to be nominated by the bank of issue 

subject to the approval of the Banking 
Coimcil. 

(e) One, to be nominated by the Land Credit 

Board (referred to later). 

(/) One, to be nominated by the Provincial 
Legislative Council. 

(<)) Two, to bo nominated by the Covernor-in- 
Council, but at least one of them shall 
be a person unconnected with the 
government. 

iji) One, Director of Agriculture or any other 
principal government officer who may be 
connected with land problems, as ex- 
officio director. 

The board should elect its own president. 

{in) The active management of the bank should 
be through a General Manager who should 
be appointed by its directors subject to 
confirmation of the Land Credit Board. 
There should be no restrictions upon the 
nationality of t^s officer for the first ten 
years but thereafter he should necessarily 
be an Indian. 

{iv) The business of every land-bank should be 
principally to supply long-term credit on 
mortgages and for this purpose to perform 
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all kinds of financial operations necessary 
or incidental to the same and among others 
the following : — 

(а) To receive deposits payable on demand and 

on notice with the restriction that the 
total of deposits payable on a shorter 
notice than five years shoxild not be more 
than its paid-up capital and reserve. 
Such short-term deposits may be princi- 
pally invested in liquid banking business, 
w'hich the bank may do whenever neces- 
sary for its customers, or wliich it may 
be called upon to arrange for, wdien it 
takes over mortgaged properties for 
managetneut. It should also have power 
to invest such funds in government, trust 
and other marketable securities, including 
its own bonds, so as not to lose interest. 
The Land Credit Board should issue 
instructions from time to time as to which 
securities are liquid and marketable in 
wliich such funds could be invested. 

(б) To issue savings certificates pa.yable after 

5, 10 and 15 years just like the Postal 
Cash Certificates. Sale-proceeds of these 
certificates to be r^arded as long-term 
deposits or loans which can be used for 
making advances on mortgages. 

(c) To borrow monej^in India or abroad and 

for this purpose to mortgage any security 
that may be at its disposal, if necessary. 

(d) To issue with the previous sanction of 

the Land Credit Board, bonds, in the 
province of its habitation or in other 
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provinces or outside India as the Board 
may authorise on each occasion : and 
to assign necessary securities and 
mortgages wliich it may possess, for 
such issues. The bank should have 
power to attach lottery or prize condi- 
tions to its bonds, after obtaining 
special pemiission for the same from 
the Banking Council, through the T^and 
Credit Board. 

(e) The total of long-term deposits, savings 
certificates, long-term loans and bonds 
outstanding at any time should not 
exceed twenty times the paid-up capital 
and reserve. 

(/) To advance loans against mortgages of 
properties or supported by other per- 
missible securities, includijig its own 
bonds ; but no such loan should be 
contracted for repayment for a term 
longer than fifty years. 

Also in the case of advances against properties, 
only first mortgages should be accepted 
and not more than 50 per cent, of the 
current value should be advanced. 
Moreover, advances should be permitted 
only for productive purposes or for 
paying already existing debts or releasing 
existing mortg’ages. Repayment of such 
advances may be arranged on the basis 
of annual instalments or in lump sum 
as the bank may deem necessary. 

{g) To make loans to Central and Provincial 
Governments, Mipiicipalities, Local 


‘ii) 
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Boards, Improvement Trusts, Port Trusts, 
Railways, and other public bodies against 
their general assets. 

(h) To do other banking operations for its 

borrowers whenever necessary. 

(i) To open accounts with other banks and 

to become member of the country’s 
clearing system. 

(j) To take over any properties for adminis- 

tration in the case of defaulting borrowers. 

{k) To buy any property for the purpose of 
its premises or in respect of advances 
already made, if that course be neces- 
sary to safeguard its interests. Proper- 
ties bought for purposes other than 
those of habitation should be sold within 
a period of ten years from the date of 
purchase unless the Land Credit Board 
extends this period in any special cases. 

(/) To do any other business which the Land 
Credit Board and the Banking Council 
may authorise from time to time. 

(y) The bonds of the bank should be eligible 
for trust investment and as security for advances by 
the bank of issue, the latter of course within certain 
limits. They should be considered as first class paper 
in every respect and security deposits of other banks 
should be permitted to be invested in these bonds. 
' (vi) The bank of issue should render financial 
assistance to the bank as and when that may be 
necessary, even by creating additional currency 
against the security of its bonds, subject, of course, 
to the limit prescribed in that behalf, provided 
the Banking Council and the Land Credit Board 
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recommend the assistance. The lx)nds thus 
accepted as security by the bank of issue may be 
retired as may be settled at the time of advance. 

The bank of issue should extend discounting 
and short-term credit facilities, against appropriate 
security, on the same lines as it may prescribe 
for other banks. 

{vii) The Provincial Government should ofifer 
special inducements to make the bank a success. 
The inducements may take any or all of the follow- 
ing sliapes ; — 

(a) To guarantee a dividend of 5 per cent. 

to the shareholders for the first five years. 

(b) To guarantee bonds of the bank as and when 

that may be necessary to iwpularise them. 

{<:) 'I’o lend its creilit to the bank for raising 
loans in the foreign markets. 

((/) To make loans both short and long-term, 
when such assistance may be necessary 
and possible ; and to buy whenever con- 
venient, the bank’s bonds to strengthen 
public confidence in them. 

(vin) The profits of the bank should be dis- 
.tributed as and in the order shown below 

(«) For payment of guaranteed dividend of 
5 per cent. 

(6) For payment of any amounts due to the 
Government fpr paying the guaranteed 
dividend, together with 5 per cent, 
simple interest due thereon, 
c) From the balance, 10 per, cent, of the aimual 
profit i.e. of the profit before deducting 
payments in respei^ of (a) and (b), 
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should be taken to the Reserve till it 
equals paid-up capital, 

{d) The balance to be divided in the pro- 
portion of 3:1, to the Government 
and the shareholders. The Government’s 
share of profits should not be taken 
to revenue but utilised for educational 
and beneficient purposes. 

(ix) The bank should be liable to pay all 
taxes to which other banks and companies of the 
province are hable, excepting the “ Safety ” tax. 
It should also be exempted from the “Security 
Deposit.” It would be advisable if the bonds of 
the bank are exempted from income-tax ; or, if 
necessary, the bank may pay consolidated sum 
for that purpose to the Board of Inland Revenue. 

(x) All the provincial land-banks should be 
co-ordinated under a board to be called the Land 
Credit Board, It should exercise controlling and 
examining powers with regard to the affairs of the 
banks. It should prescribe rates at which ad- 
vances should be taken, made and bonds issued. 
It should also prescribe necessary initial charges 
to be charged by the mortgage banks, when ad- 
vancing on mortgages. If necessary, the board 
should assist the banks in negotiating loans or in 
issuing bonds. The mortgages set apart for the 
bonds issued should be lodged with the board or 
its nominee. It should have power to re-value 
the mortgaged properties and charge any fees for 
this work that may be necessary. In emergent 
cases the board should procure special facilities 
at the bank of issue and monetary asdstance or 
financial guarantee fo.r loans raised from the Govern- 
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ment of India. It should issue instructions from 
time to time for the guidance of the banks. The 
board should consist of seven members. One of 
them should be the member of the Council of the 
Governor-General in charge of Lands and Irrigation 
and the remaining six should be appointed, one 
each, by each of the following six bodies : — 

(а) Provincial Governments, each Government 

having one vote. 

(б) Provincial land-banks, each bank having 

one vote. 

(c) Banks of the country above the rank 

of “ local ” banks, each having one 
vote, excepting the bank of issue which 
should have ten votes. 

(d) Banking Council. 

(e) Central Legislature. 

(f) Governor-General in Council. 

The term of office of each of the above six 
members should be three years at a time, but re- 
tirement should take place of two members every 
year by rotation. 

(xi) The Banking Council should, of couise, 
continue to be the final authority on banking 
matters in this country and orders and decisions of 
the Land Credit Board should be liable to be over- 
ruled by that body. The Land Credit Board should 
Work in close co-operation with the Banking Council. 

(xii) The Provincial Land Banks may open 
branches in the province of their habitation though 
that would not be necessary. If, however, necessity 
is felt for branch organization, arrangements could 
be made with other banks or Credit Societies to 
represent the la^d-banks. 
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INDUSTRIAL BANKS 

Necessity for industrial development — Cottage indus^ 
tries — Industrial Commission’s report — Need for organ- 
ising industrial credit — Result of such efforts in other 
countries — Activities of company promoter and industrial 
bank compared — Two Divisions of Industrial Credit : 
Industrial Credit Unions and Industrial Banks — French 
and Japanese industrial banks — Working explained — 
Their financial oj^erations — Arrange foreign loans — 
Difference between the economic effects of foreign capital 
and foreign loans — Loan operations of the Industrial 
Bank of Japan — Japan’s ambition in the industrial 
world — State participation in organisation of industrial 
credit — Outline of credit construction: Provincial organi- 
sations, Capital, Directors, Business, Facilities at the 
bank of issue, Inducements to be offered by Government, 
Profits, Taxes, Examination, Industrial Credit Board, 
Management, etc. 

If India wishes to attain full economic develop- 
ment which her natural resources make possible, 
establishment and progress of industries is of para- 
mount importance. By exporting raw products and 
importing finished goods we are paying unnecessarily 
for freight both ways and for foreign middleman’s 
profits. We are further paying to foreigners for 
labour and other charges which go to make up 
manufacturing cost. They w^ould be paid to the 
people of the country add thus saved to her, if 
she herself worked up the goods from natural to 
manufactured condition. Besides the abundance 
of all kinds of raw materials/ India’s population 
is large, many of whom are not fully employed. 
For the w^ell being'of social ord^r it is necessary 
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that every able'bodied man should have enotigh 
work to do which should procure him suitable 
living. It is true that the Indian hibour is not 
at present fully suited to the carrying on of largo scale 
industries. It is also equally true that the supply 
of skilled men with organizing brains, who can 
work industries in the country is very small. But 
the absence of those factors does not moan that 
India should always remain simply a producer 
of/ raw materials. Labour shoidd be gradually 
improved, and better class of people with good 
grounding of education should turn their energies 
to industrial education and industrial pursuits. 
No doubt other countries do not freely admit 
foreigners in their manufacturing concerns to enable 
them to learn the work and technique but if the 
Government and other public bodies that purchase 
large quantities of foreign goods were to insist 
that such facilities should bo 2^i’‘^vided, before 
placing their orders, something would be attained 
in that respect. Moreover, there is no objection 
to importing skilled men in the country to conduct 
industries in the initial stages, provided they are 
also required to train our young men who should 
'ultimately take over the charge. Even if India 
has to pay much more than the market price for 
the services of such competent and willing trainers 
that would not be objectionable. Such additional 
expenditure could be fit^ described as educational 
and training outlay which would be more than 
repaid when Indians replace foreigners on lower 
salaries. If all the important industries which 
are managed by foreigners had this aim in view 
in the beginning many of owr young men would 
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have been trained and the working costs would 
have also decreased. Japan which only half a 
century back had no industrial life worth men- 
tioning has by systematic efforts in all directions 
built up at remarkably rapid pace industries of 
almost every description. If organized energy and 
true foresight are directed to the promotion of 
Indian industries the task is not difficult of 
accomplishment. It is only when half or 
haphazard measures are taken or vested interests 
are allowed to interfere, that endless amount of 
difficulties can be created or advanced. 

Indian industries should be advanced both of the 
smaller type as well as on large scale. Much of 
the cultivating community is not fully engaged 
in agricultural labour for the whole year round. 
There are many periods of slackness when they 
have great leisure. Such free time should be 
utilised in working small or cottage industries to 
supplement their slender income from farming. 
Similarly in towns the small artisans, who on 
account of peculiar or local circumstances cannot 
migrate to the big industrial districts or who have 
enough scope in local work, can start home in- 
dustries. Examples of successful cottage industries' 
are available in Switzerland, Germany, Italy, Japan, 
and other countries. Reuter’s telegram of 19th 
September, 1926, from Berlin annormced “ An 
exhibition of products of, German handicraft in- 
dustry is leaving Bremen by steamer to-morrow 
on a visit to North and South America, Africa, 
Australia, South ^ea Islands, India, China and 
Japan, with the object of obtaining new customers. 
The venture is supported by prominent firms. 
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including Kriipps.” If German handicrafts can 
produce goods so cheaply as to be successfully 
exported abroad it is not difficult to anticipate 
that Indian cottage industries can work up articles 
at a fairly reasonable and marketable price. Such 
small industries need not always produce “ com- 
plete ” goods ready for immediate use. Often 
they can successfully produce parts which can 
be suitably assembled to represent whole articles. 
It would be an immense advantage if the workers 
in small handicrafts supplemented their manual 
labour with mechanical devices and mechanical 
energy. The hydro-electric schemes awaiting de- 
velopment in the various Indian provinces will 
supply cheap electric current to be used as con- 
venient mechanical energy. 

The problem of Indian industries has been 
examined from time to time. The Industrial Com- 
mission’s Report is an important document on 
the sirbject. The Tariff Commission examined the 
question with a view to determine if any protection 
was needed to the industries of the country. The 
Indian Government has accepted the Commission’s 
recommendation for discriminating protection and 
established a Tariff Board which examines repre- 
sentations from Indian industries for any prefer- 
ential consideration. The Board is doirrg very 
useful work. The Tata Iron & Steel Company 
is receiving large bounti>os as a result of the accept- 
ance of the policy of discriminating protection. 
And at the present moment the representation 
of the Indian Cotton industry, is being examined 
by a special Tariff Board. All these measures 
are welcome and a move in. the right directio'n. 
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But one of the most important factors* which is the 
life-blood of industrial growth has not been tackled 
as yet. We mean the question of systematic supply 
of industrial credit. Unless such an institution is 
satisfactorily organised it is idle to hope for any 
material advancement. The Industrial Commis- 
sion’s Report dealt with this subject and recom- 
mended the fonnation of industrial banks to supply 
this deficiency. We have already referred to the Tata 
Industrial Bank which was constituted by private 
effort to meet this requirement and how and why 
it prematurely failed. Its failure has discouraged 
establishment of other similar banks. But these 
failures do not show that they are not wanted. 
They prove that in the present state of banking in 
India they require something more than a mere 
private effort, that they need special organisation 
and constitution to meet at'tivities pecuUar to 
them and that the ordinary joint-stock banks de- 
signed for commercial banking are not fit to handle 
industrial finance at the present moment. What 
other countries like Germany, Japan, etc., have 
been able to achieve in the industrial domain through 
the guiding, fostering and financing hands of in- 
dustrial banksf should be possible in this country* 
also. Germany was mainly an agricultural coxmtry 
before 1870, or even 1888, which chiefly marks the 
beginning of a period of vigorous industrial de- 

' * To deal with the whole subject of industrial development 

in India and to determine ways and means for the same is beyond 
the scope of this book. We have referred to the subject to show 
the necessity and possibility of sudi development and how credit 
is an essential factor for the same. 

t The word industrial bank is often loosely used to denote a bank 
which among other functions engages in industrial finance also. 
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velopment and her subseqiient transformation from 
an agricultural to an industrial nation is not a little 
due to the active part which her Grossbanken (big 
banks which participate in syndicate operations) 
have played in such development. In England 
too, in spite of the advanced stage of her industries 
which are more or less fully grown and the liberal 
help which her big banks give to her industries, 
a section of people maintain that there should be 
special industrial banks to help the industrial 
growth. 

Industries need great c^apital for their de- 
velopment and it is the provinc^e of the industrial 
banks to help in the mobilisation of capital. Or- 
dinary commercial banks deal only in short-term 
or floating capital. It would be dangerous to 
mix up this business with long-teim credit or fixed 
capital. Availability and organisation of industrial 
capital can be grositly promoted by iridustrial banks. 
The company promoter who, up till now, has been 
the chief instrument of procuring such money is often 
looked upon with distnist by the investing pubUc. 
Investors do not get any satisfactory assurance 
from him that the business would be well looked 
after when the capital has been subscribed. His 
primary interest is to make the issue a success 
and not the business for which money is wanted. 
A respectable industrial bank on the other hand 
would first carefully ^'xamine and investigate a 
proposition before interesting itself in its flotation 
and thereafter see that it is well-managed. It 
endeavours to obtain at all tinaes a comprehensive 
and accurate insight into the general conditions 
of the branches of industry .chiefly dependent on 
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it for support in order to be able to discriminate 
between necessary requirements and false hankerings 
after expansion and aggrandisement. And as it 
is stafEed with competent men conversant with 
industrial and financial matters and further possesses 
a somewhat controlling hand over the companies 
to which it extends financial aid, it should be able 
to intervene or at least restrain and check, in cases 
where the form and extent of the credit received 
cause the fear of unsound development. Moreover, 
an organised undertaking like a bank can even ex- 
pect government assistance and raise foreign loans 
for the purpose of producing special facilities and 
finance which would ordinarily be not possible 
in the case of a private underwriter. A prominent 
English banker has said: “ Company promoters 
do not exist in Germany, and in England they have, 
as a body, done great harm by their action as inter- 
mediaries in converting private concerns into public 
companies. The company promoter exists to in- 
duce the public to take shares in a private concern 
which he is turning into a limited liability company, 
and, as a rule, his personal interest is to inflate 
the issued capital of the new concern to his personal 
profit, without regard to its future welfare. This 
is a serious public evil and demands a remedy. 
Shall we prohibit the company promoter, and in 
any substituted system provide that flotations 
of new companies shall be niade only by responsible 
bodies who have an interest in the continued pros- 
perity of the companies, they put on the market ?” 
And what is true in 'this respect in case of England 
is equally true in any other country. 
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We have referred to the syndicate operations 
of the German banks in a previous chapter and 
that it is not possible to thrust this resjionsibility 
on the ordinary banks of the countiy. The In- 
dustrial banlis of the country should specialise 
in syndicate and industrial operations. In the 
present conditions it is most desirable and econo- 
mical to concentrate such activities in the hands 
of a few powerful institutions. In addition to 
the dangers of combining short-term with long- 
term credit i-cferi'ed to above, which is a jxitential 
and real source of danger as long as banking habits 
are not fully foimed, the industrial banks by en- 
gaging special stafl' of industrial financiers will be 
better able to judge and control propositions sub- 
mitted to them for their considerations. Staff 
of ordinary commercial banks does not generally 
possess such requisite technical knowledge. The 
commercial banks would of course continue to 
I>rovide working capital against the security of 
movable goods of factories, whether raw or manu- 
factured or in the course of manufacture but the 
financial part, of the business which deals with the 
establishment of the factoiy or the industiy must 
be left in the hands of an industrial banker. 

Industrial Credit Unions 
Industrial banking like the division of industry 
into small scale and large scale referred to already, 
should be divided into two parts : (A) Those which 
would specialise in assisting small and cottage 
industries, and (B) ‘those which would specialise 
in assisting bigger industries and factories. Institu- 
tions of the type (A) would be better formed on the 
co-operative prii^ciples fully e^lained in the last 
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chapter. They should be called Industrial Credit 
Unions. A number of artisans and manufacturing 
workers residing in a locality should combine to 
form a credit association. Influential neighbours 
should be invited to join. It w’ould be advisable 
to form them on the Schulze-Delitzsch principles. 
These associations should procure necessary credit 
by taking deposits and raising loans. For the 
steady supply of credit they can make arrange- 
ments with local and other banks or even with 
the industrial banks. The members of these credit; 
unions, small artisans and workei’s, would not 
generally require an}’ long-term credit. Their 
every-day plant and instruments would not be 
costly or require much outlay. They can purchase 
them from their own means ; or if they borrow for 
such purposes they can soon repay them. If in 
particular cases they need for occasional use com- 
paratively expensive plant, to increase production 
or value of their products, they can co-operate 
and purcliase a common machine to be used by 
turns. The class of workers we have in mind will, 
of course, not much rely upon high class machinery 
which on account of its vastness and complexity 
requires different mode of operation. The small, 
hand operators will mainly want short-term loans 
to enable them to buy raw materials, turn them 
into finished goods and then repay their debts from 
the sale-proceeds of such articles. This assistance 
will, of course, increase their su.staining or holding 
power and they would not be simply at the mercy 
of the buyer of their goods. By paying ready 
cash for raw materials they would buy them cheaper. 
Also loans taken from credit unions w'ould be at 



XIII. 


INDUSTRIAL BANKS 


.319 


reasonable rates of interest. Thus the cost of 
manufactured article would be less than if 
the workers had not the advantage of co-operative 
credit. They can further improve their economic 
position by co-operative purchases and co-operative 
marketing of their goods. If suitable industrial 
education, supplemented bj'^ actual demonstration 
pertaining to their business is imparted to them, 
or if any new devices calculated to economise labour 
are made known to them, the advantages of credit 
and co-operative unionism can be further increased. 
It is, of course, necessary that the industrial credit 
unions should be well supervised and striptly ex- 
amined from time to time. Apart from the super- 
intendence and control of the Banking Council, 
which is suggested to be the final administrative 
authority on banking activities in India, it would 
be desirable if the unions are placed under the 
co-ordinating and controlling influence of the 
industrial banks. 

Industrial Banks 

The other type of Indu.strial banking viz., 
represented by (B) above, should be a much bigger 
affair and able to meet the financial demands of 
iai-ge-scale-industry. An early example of such a 
special institution is “Societe Generale de Credit 
Mobiler” established in France in 1852. Its chief 
function was to promote industrial and financial 
enterprises. Within a si^ort period of fifteen years 
after its coming into existence it succeeded in 
establishing mmierousTSkilway, gas, shipping and other 
companies. Japan hs» built her industrial bank 
on the model of the Credit Mobiler and the part 
which it is playing in her industrial development 
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ia commendable. The way in which industrial banks 
carry on their business is somewhat as follows. 

The bank staff examines any industrial pro- 
positions Avhich are submitted to it or which it 
may come across during its industrial survey. The 
proposition may be either to establish a new in- 
dustry or to suitably alter or expand an already 
existing one. If the bank is satisfied that there 
are reasonable chances of working such a company 
successfully, a number of people take up the res- 
ponsibility of floating it. The bank is a principal 
party in such a flotation and besides subscribing 
a sufficient sum, it often underwrites a good portion 
of its capital. The bank, of course, gets underwriting 
commission. Any portion of sharcs which is not 
taken up by the public is taken up by the bank 
which subsequently sells them off as the company 
gets public confidence. If the bank does not need 
any money it may hold on the shares, in spite of 
the investor’s interest in them, till such time as 
it may happen to need funds. Any appixjciation 
in the shares of the company naturally goes to the 
bank. The bank under the arrangement made 
at the time of flotation continues to have a con- 
trolling hand in the management and its nominees 
work on the directorate. These nominees are 
either the bank’s managers, directors or in any 
other way connected with it and are competent 
* to handle and guide the business of the company. 
The public on account of these circumstances, 
respectability of the bank and its financial support 
to the company in times of emergency, is 
more inclined to subscribe to issues in which 
banks take part than if it were promoted 
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independently of any such connection. The in- 
dustrial banks are generally members of the Stock 
Exchange. This connection further helps them to 
interest the public in the issues with which they 
are connected as well as to keep up a market in 
those shares. 

The above is only one way of financing indus- 
tries. If the circumstances am such that the bank 
does not feel inclined to subscribe or interest itself 
in the underwriting operations or if the assistance 
is required by an already established company 
which thinks it unnecessary to iasue further shares, 
the mode of financing adopted is to advance long- 
term loans on the mortgage of the company’s 
assets, securing at the same time a hand in the 
management. Such loans arc financed by the bank 
by issuing bonds in the market supported by such 
mortgages and the bank’s general assets. Opera- 
tions of this nature resemble moic or less the trans- 
actions of land-mortgage banks icferred to in the 
last chapter. The difference between the two banks 
are : (i) Industrial banks take part in the maimge- 
ment of the actual business whereas such a power 
is not considered necessary in the case of mortgages 
taken by land-mortgage banks, (ii) The period 
of mortgages taken by Industrial banks genemlly 
does not exceed 20 years but the mortgage |)eriod 
may even go up to 75 years in the case of land- 
mortgage banks. Owing to constant depreciation in 
the plant and machinery and buildings of an indus- 
trial company a smaller period is, of course, necessary 
for the safety of the bank’s money. 

In addition to the above ways of financial 
operations, industrial banks sometimes take up and/or 
21 
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underwrite debenture issue.? of companies, selling 
the debentures as and whenever convenient. They 
also extend liquid credit to companies against their 
stock-in-trade and trade bills. Facilities of this 
type pertain more to the sphere of commercial 
banking than to that of industrial banking, but 
sometimes a company in which an industrial bank 
is heavily interested finds it more agreeable and 
convenient to look to that bank for this assistance 
also. The Industrial banks also engage in com- 
mercial banking to some extent usually so far as 
it relates to the companies in which they are inter- 
ested. They may accept dex)Osits from the public 
but such funds should only be invested in easily 
realisable assets and not mixed up with capital 
operations. Long term deposits say jiayable after 
five years or more or proceeds of savings certificates 
payable after similar jK^riods may be utilised for 
the purpose of supplying long term industrial finance 
but any money payable at shorter notice should be 
only invested in floating assets. 

One of the chief important functions of an 
Industrial bank is to aivange for foreign loans either 
directly to companies or on its own guarantee. 
Capital is an important factor for industrial progress; 
Available local or national capital, in the shape of 
money, necessary to purchase foreign materials, 
like machinery, etc., and to pay for foreign labour, 
which may be necessary in, the commencement, may 
be insufficient. An Industrial bank can suitably 
rai.se credit in the foreign market to be repaid from 
the profits of industries. To allow import of foreign 
capital by foreigners for the purpose of starting 
industries with sole pontrol in their hands, is not at 
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all in the national interests. Ail the profits would 
be exported or drained from the country. A good 
portion of wages would be received by foreigners 
who would further continue to retain the management 
in their hands, and one of the chief advantages 
of having national industries, viz. to remunerate 
Indian labour and brains from the working casts 
of the industries and thus raising their economic 
standard would greatly disappear. Moreover, the 
companies would be worked in the foreign interests. 
Any advantage of protective system* which a coxmtry 
may introduce in the national interests would be 
equally available to the foreigners at the cost of the 
country’s consumers. Return on foreign capital for 
its use should be limited to the lowest figure possible. 
This figure is represented by interest. Thus it is 
advisable to import foreign funds only by means 
of loans which should be gradually paid off from 
the surplus income. 

Banks are great instruments for successfully 
negotiating such loans. The Industrial Bank of 
Japan during the nine years, 1902 to 1911, ar- 
ranged for twelve loans, aggregating £26J millions. 
Ten of these loans for £17 millions and Yens 88 

* It may be mentioned in this connection that Swedish match 
manufacturers have started match factories in India sons to avoid 
increased import duty on matches, that was sanctioned some years 
back. Japaneso cotton manufacturers are also reported to have 
decided that if the special Tariff Board, which is investigating the 
question in Indian cotton industry, recommends enhancement of 
duty on imports of cotton piec€%oods and such a recommendation 
is accepted by the Government, they should seriously consider the 
question of opening cotton fnills in India. It is thus evident that 
tariff duties in themselves are not suffleiont protection for the ad- 
vancement af Indian industries, unless *side by side restrictive 
measures on the import and activities of foreign capital are also 
introduced ; otherwise such measures instead of helping the growth 
of industries may simi^y result in the redaction of revenue. 
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millionfs (combined total, converting Yen at its 
par value*, equals £26 millions), were issued in 
London. The remaining two, out of which one 
was a sterling loan amounting to a small sum of 
a quarter million pounds, were only issued in 
Tokio. The loans issued in Japan were also open 
to foreign subscription. Out of the total of twelve 
loans, eight were raised on behalf of industrial 
companies, like railways, paper mills, collieries, etc. ; 
three were raised on behalf of local bodies and the 
remaining one was issued on behalf of the Japanese 
Government. Thus practically all the loan require- 
ments for Japanese industries which the industrial 
bank was called upon to negotiate were obtained 
in a foreign market. And if a Japanese bank can 
successfully tap the London market camiot similar 
banks oi^anized in India, with the support of British 
connaition, hope to achieve at least the same success 
in the same and other foreign markets ? 

Organization of national and foreign finance, 
which includes liaving recourse to foreign loans, 
has so much advanced in Japan that that country 
is now seriously thinking of even owning industries 
in foreign countries. Surely this would not be 
possible if her credit institutions were not competent* 
to provide, whether directly or indirectly, financial 
aid for such purposes. The papers had hardly 
finished announcing the news of the success of the 
Japanese loan in London last year, when another 
piece of news came, that a Japanese syndicate had 
purchased a number of cotton mills in Bombay 
belonging to an important group at a price of over 

* Par of Exchange between England and Japan is 0‘68d.>= 

1 Yen or •102«=l Yen. , 
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two million pounds. The news of purchase was 
imconfimied, but the report at least shows the 
Japanese ambition to own foreign industries. 
Is it not a matter of woeful surprise that a 
foreign country, with the help of London 
Market, should be able to aspire for a footing in 
the industries of India and the Indians themselves, 
in spite of their intimate (and insperable ?) conncc- 
t(pns with the British Empire and of the influence 
which such connections should give them in the 
London Market, should not only l)e backward in 
industries but even sell their existing industries to 
foreigners ? Possibly there may be no direet connec- 
tion between the loan and the rumoured purchase 
but the facts at least prove that foreign loans assist 
Japan’s local finances and to that extent release 
national capital to be employed in foreign countries. 
Want of organization of our credit institutions is 
solely and wholly i-esponsible for the deplorable 
state of our affairs. 

Ou'ing to the national importance of industrial 
banks. States usually take active part in their for- 
mation and management. They, often, subscribe 
a portion of their capital, nominate their chief 
managers and some directors on their boards. To 
induce investment in their capital they sometimes 
go to the extent of guaranteeing dividend on their 
shares at a certain rate either for some initial num- 
ber of years or permai^ntly. They also lend state 
credit to the banks whenever that may happen to 
be necessary in the public interests. In the case 
of the Industrial Bank of Japan*6 per cent, dividend 
for five years was guaranteed to the shareholders 
by the Japanese Grovemment., 
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In the scheme of banking organization in India 
there should be at least one important industrial 
liank in each of the major provinces. As adminis- 
tration of industries is delegated to provinces, 
banking activities relating to them should naturally 
be distributed by provinces. All the banks should, 
however, be co-ordinated under one central board 
to strengthen, guide and systematise their organiza- 
tions. To minimise expenditure on technical ser- 
vices, whose reports and advice would, of course, be 
necessary for examining propositions placed before 
them, common industrial staff, expert in special 
subjects or of a high order, may be maintained by 
or under this central board for the benefit of all 
the provincial industrial banks. These banks should 
further enjoy special privileges at the hands of the 
government and of the bank of issue. Owing to 
the peculiarity of their business and the national 
imixirtance of their activities they should be incor- 
jxirated vmder special provincial charters. The 
following brief outline is suggested to fonn the basis 
of their constitution : — 

(?■) The capital of each of the provincial in- 
dustrial banks should be at least rupees two crores 
lialf of w'hich should be piid up before the commence- 
ment of business. The other half may remain as 
reser\re liability or be called up as and when neces- 
sary. The capital may be increased from time to 
tiine as may be necessary. Shares should be offered 
for subscription to the public, banks, companies 
etc. with this restriction that not more than one- 
fourth of the capital should be allotted to non- 
Indians. Any portion of the capitel that is not 
taken up within six months of the date of issue should 
be taken up by the provincial government. If 
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demand for the bank’s shares be great, portions 
may be prescribed for allotment to public, banks, 
industrial companies, and so on, allotment in eaeh 
section taking place on suihible basis, 

{ii) llie board of directors of the bank should 
consist of 12 persons appointed as under; — 

(а) Three to be elected by the shareholders 

voting in proportion to their shares ; 

(б) One to be elected by the industrial companies 

of the province, each enjoying one vote ; 

(c) One to be elected by the banks working in 
the province ; 

{d) One to be elected by the Indastrial credit- 
unions of the pi-ovince ; 

(e) One to bo nominated by the bank of issue 
subject to the approval of the Banking 
Council ; 

(/) One to be nominated by the Provincial 
Legislative Council ; 

((/) Two to be nominated, by the Governor-in - 
Council but not more than one should })e 
a government official ; 

(h) One to be nominated by the Industrial 

Credit Board ; 

(i) The Director of Industries who should be 

ex-offtcio director. 

The directors should elect their own Chairman. 
{Hi) The business of the bank should be to 
promote industrial gro^v*th and for this purpose to 
perform all kinds of financial operations necessary or 
incidental to the same and among others the follow- 
ing 

(a) To receive dejwsits payable on demand and 
on notice with the •restriction that the 



328 ORGANIZATION Of INDIAN BANKING 


CfiAt. 


total of deposits payable on a shorter 
notice than 5 years should not be more 
than its paid-up capital and reserve. 
A convenient mode of receiving long-term 
dexjosita would be to issue “ Savings 
Certificates ” just on the model of the 
Postal Cash Certificates. 

(6) To borrow money both in India and out- 
side, cither dii'ectly or by issuing bonds, 
and for this purpose to assign or mortgage 
any security that may be under its 
disposal. The total of bonds outstanding 
at any time should, however, be not moiu 
than twenty times of its paid up capital 
and reserve. 

(c) To advance loans to or ojien cash credits 
in favour of industrial companies, but 
no such advance should be for a period 
longer than 20 years. 

id) To subscribe to the shares and debentures 
of industrial companies and undenvrite 
the same whenever advisable. 

(e) To guarantee loans to or of other companies 
as may appear to it advisable. 

(/) To do commercial banking operations for 
companies to whom financial assistance 
has been supplied or for whom loans have 
been arranged. 

(fj) To do busine&s refbn-ed to at (c), (e) and (/) 
for any local body„,govemment or other 
institution subject to the approval of the 
Industrial Credit Board.* 

* When the bank has free surplus funds it should be at liberty 
to invest them in suitable papers so as not to* lose in interest. 
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(h) To own, manage, superintend, direct, and 
work indastrial concerns whenever neces- 
sary. 

(t) To consolidate, co-ordinate, guide, superin- 
tend, examine and control the industrial 
co-operative credit unions and render 
them reasonable financial assistance. 

(j) To be a member of the Stock Exchange 

and to deal in Stock Exchange paper, 

(k) To do any other business which the Indus- 

trial Credit Board (referred to later) and 
the Banking Council may permit it from 
time to time. 

(l) To keep accounts with any other banks 

and to become member of the coimtry’s 
clearing system. 

(iv) The bonds of the bank should be eligible 
for trust investment and as security for advances 
of the bank of issue, the latter, of course, witliin suit- 
able limits. They should be regarded as first class 
security. 

{v) The bank of issue should render financial 
assistance to the bank as and whenever that may 
be necessary even by creating additional cuiTency 
against the secmrity of its bonds, subject, of course, 
to the limit prescribed in this behalf not being 
exceeded, and provided the Banking Council and In- 
dustrial Credit BoaKl recommend that action. The 
bonds thus accepted a» a part of the Currency 
Beserve may be retired as per terms that may be 
settled at the time of advance. 

The bank of issue should discount the bank’s 
bills as may have been acquired by it when financing 
short term credit operations. . 
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(vi) The government of the province in which 
the bank is situated should offer special inducements 
to make the l)ank a success. The Government has 
lost a good deal of the tax-payer’s money in establish- 
ing railways and it is not too much to hope that some 
subsidy should be extended to industrial banks, the 
foimtain of industrial activity, specially when the 
risks, if any, are much less than what there were 
in the case of railways. The inducements may take 
any or all of the following shapes 

(a) To guarantee a dividend of 5 per cent, to 

the sliareholders for a number of years, 
say 10 or more; 

(b) To guarantee bonds of the bank as and 

when that may be necessary to popularise 
them; 

(c) To lend its credit to the bank for raising 

money in the foreign market; 

(d) To make loans both short and long term 

when such an assistance may be necessary 
and possible ; and to buy its bonds off 
and on, to strengthen public confidence 
in them; 

(e) To keep its industrial and technical officers 

at the disposal of the bank, without any 
or at nominal charges (which will depend 
upon circumstances), for assisting the 
, bank in the examination or superinten- 

dence of projKJsiiions it may be interested 
in. 

(mi) The profits of the bank should be distri- 
buted as and in the order shown below- : — 

(a) For payment of guaranteofi dividend of 6%; 
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(b) For payment of any amounts due to the 

government for paying the guaranteed 
dividend, together with 5 per cent, simple 
interest. 

(c) From the balance, a sum not exceeding 

10% of the annual profit, i.e. of the 
profit before deducting (a) and (6), should 
be taken to the Reserve till it equals paid- 
up capital ; 

(d) The residue to l)e divided in the proportion 

of 3 : 1 to the government and the 
shareholders. The government’s share of 
prefits should not be taken to revenue 
but utilised for promoting technical edu- 
cation, and industrial facilities, for mak- 
ing loans to the indastrial bank and the 
industrial credit unions and for other 
beneficient purposes. 

{viii) The bank should be liable to pay all 
taxes to which other banks and companies of the 
province are liable, excepting the ‘ safety ’ tax. — It 
should also be exempted from the “ Secimity 
Deposit.” 

(ix) The bank should be under the control 
and examination of the Banking Council and the 
Comptroller and Examiners of banks. 

(x) All the provincial industrial banks should be 
co-ordinated under a board to be called the Indus- 
trial Credit Board. The board should exercise 
supervisory, contrelling, and examining powers with 
regard to the affaire of the banks. It should assist 
in the negotiation of loans, issue* of bonds, etc. of 
the banks, w^henever necessaiy and possible, both in 
India and abroad. In emergent cases the board 
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should procure special facilities at the bank of issue, 
and monetary assistance or financial guarantee for 
loans raised from the Government of India. It 
should maintain a comjietent and efficient industrial 
staff to advise it and the provincial industrial banks 
in important matters, like industrial investigations, 
surveys, estimates and so on — ^necessary exjienses 
for the maintenance of this staff and the board being 
paid by the banks either in equal parts or in propor- 
tion to their business. It should issue instructions 
from time to time for the guidance of the banks. 
It should be in close co-operation with the Banking 
Council — ^the decisions of the latter should however 
be binding upon it. The board should consist of 
seven members, besides the member of the Governor 
General’s Council in charge of Industries, who should 
be an ex-officio member. The seven members should 
be appointed as under 

(а) Two to be elected jointly by the provincial 

industrial banks and provincial govern- 
ments, each bank and each government 
exercising one vote. Not more than one 
of these two members should be a govern- 
ment official ; * 

(б) One to be elected by the industrial associa- 

tions of the country each having one vote ; 

(c) One to be elected by the banks of the 

country above the rank of “ local ” banks, 

each bank having one vote excepting the 

bank of issue which should have 10 votes : 

« ' 

{d) One to be appointed by the Banking Council; 

* If the method of joint election is not agreeable, each of the 
two bodies, Provincial Governments and Provincial Industrial 
Banks may elect one memjtier. 
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(c) One to be elected by the Central Legislature ; 

(/) One to be nominated by the Governor 
General-in-Council. 

{xi) The active management of the bank 
should be through a General Manager who should 
be appointed by its directors subject to confirmation 
of the Industrial Credit Board. Under him there 
should be necessary officers. There should not be 
any restrictions on the nationality of the personnel 
of the managerial staff but within twenty years 
from the establishment of the bank at least half of 
the officers under the General Manager should be 
Indians and after 30 years from the commencement 
the General Manager should also be an Indian. 

(xii) The bank should be free to open branches 
in the province of its liabitation, though it would 
be hardly necessary. In special cases it can be 
represented by ordinary banks, at places other than 
its place of business, with whom agency arrangements 
can be made. 



CHAPTER XIV 

OTHER BANKS AND BANKERS 
Post Office Savings Banks ; Improvements suggest- 
ed : Accounts, Nominees, Deposits by cheques. Limit 
on annual deposits. Limit on balances, Home Savings 
safes. Attachment of deposits. Savings facilities for 
villagers, Letters of Credits — Municipal and Local 
Board Banks ; Object and scope — Municipal Bank of 
Birmingham — Capital not necessary — Some useful ser- 
vices they can render — Investments — Method of keeping 
funds — Management — Profits — Small offices to work by 
turns — Co-operative Banks ; Principle already ex- 
plained — Capable of extension to a variety of homogene- 
ous groups — ^Private Banks and Bankers ; No 
restrictions needed — Should not participate in trading — 
Compared to English bill brokers — Conversion of private 
into corporate banking — " Cammandit” i.e.. Limited- 
partnership principle, explained — Opportunities for its 
development in India. 

We have attempted so far to deal with the most 
important components which should make up the 
Indian banking system. There are, however, a few 
further types which are none the less necessary to 
complete the system. We shall now briefly refer 
to them. 

Post Office Savings Banks 

This subject has been referred to in Chapter TI. 
? We have said there that there is room for improve- 
ment in this institution. The inauguration of banking 
reform and the introduction 'of requisite measures 
as suggested in this book may possibly decrease the 
present importance of Post Office Savings Bank 
as an instrument of accumulating^ savings. People 
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may get better facilities elsewhere. Municipal and 
Local Board banks referred to in the following 
section may likely appear more attractive, specially 
because such banks can give occasional advances 
to their depdsitors — of course within certain limits 
and under certain conditions. But these are not 
reasons why the Post OflSce should not improve 
its savings bank machinery to increase its usefulness 
to the public. Even in countries where banking 
has considerably developed savings bank depart- 
ments of their post offices continue to function 
and the same should be the case in this country. 
There will always remain a portion of population 
that will not entrust its savings to any one except- 
ing a government organization. To prevent such 
people from hoarding their savings, to assist such 
people in accumulating their savings and lastly 
to mobilize surplus capital of such people and 
make it available for the country’s* credit require- 
ments, the savings bank counters of the Post Office 
are necessary. And anything that can increase 
the attractiveness of the Indian Post Office Savings 
Bank or make it more serviceable to the people 
should be welcome. We suggest the following 
improvements in this connection. 

* Possibly it may appear a paradox to say that tlio Post Office 
Savings Bank deposits assist country’s credit needs. In as much as 
such deposits assist the Government finances and thus decrease the 
Government’s demand on the money market, to that extent they 
can be said to help the country’s credit requirements, by relieving 
Government pressure on the saAie, Moreover, if at any time the 
savings bank machinery of the post office attracts more funds than 
are actually wanted by the tiovemment, the Government can lend 
the surplus as short-term deposits to commercial banks either directly 
or through»the medium of the bank of issue*, or use it in buying up 
its bonds in the market, which will supply the market with money 
and thus satisfy credit demands. 
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(i) Accounts.— At present accounts cannot be 
opened in the name of two or more persons, jointly. 
This is an unnecessary hinderance. Even the British 
Post Office allows opening of such accoimts in its 
Savings Bank departments. Accouitts “ payable 
to either or survivor ” should also be permitted. 
A provision like this will enable withdrawal of 
deposit after the death of an operator, by the 
surviving operator e.g. a husband and wife can 
open an account of this description. During their 
lifetime both of them can operate upon the account 
and after the death of either of them, the survivor 
can carry on. 

(ii) Nonunees. — Depositors should be permitted 
to designate their nominees who could receive their 
deposits after their death. The British Post Office 
Savings Bank permits this facility. An arrangement 
of this nature will facilitate transference or payment 
of deposit after the death of depositor and oven 
save the Post Office from much botheration of 
investigating the rightful claimant. 

{Hi) Deposits by Cheques. — A savings bank 
depositor, keeping an account with an Indian Post 
Office, cannot deposit cheques for the credit of 
his account. The Government should encourage 
the use of cheque currency and this disability should 
be removed. The British Post Office permits de- 
posits by cheques. Such deposits are, however, 
not available for withdrawal for ten days. This 
limitation is necessary to enable the Post Office 
to know fate of cheques and can be introduced in 
this country also, when permitting deposits by 
cheques. 
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{iv) Limit on Annual Deposits. — A depositor 
cannot deposit more than jRs. 760 a year in his 
savings bank account. This is an unnecessary 
impediment. Suppose a poor man by chance gets 
a few thousands in any year. It means he can only 
put Es. 750 to his account and for the rest he must 
either make other arrangements or hoard it. When 
the British Post Office can accept amounts upto 
£500 in a year, the limit of Rs. 750 is ridiculoiisly 
low. It should be at least raised to Rs. 5,000. 

{v) Limit on Balances. — ^No depositor can have 
more than Rs. 5,000 to his credit at any time. If 
an account is opened on behalf of a minor, the limit 
is reduced to Rs. 1,000 only. These limits aie a 
hinderance. The British Post Office does not pres- 
cribe any such limits. The only argument for 
imposing such limits is that people may not embarrass 
a local post office at the time of withdrawal. To 
safeguard this a certain notice may be insisted upon 
when withdrawals, say over Rs. 6,000, are being 
made. Removal of the limit of this nature will not 
throw large amount of money on the jwst office, all 
of a sudden, say for the purpose of earning interest 
when money is plentiful, because a limit on the 
amount that can be deposited in a year is prescribed. 
Moreover, as suggested elsewhere, if the Post CMfice 
is faced with large depo.sits which the Government 
cannot make use of, it can lend them to banks on 
interest. After the introduction of suitable con- 
trolling and inspecting agency the Government should 
not hesitate to trust beenks of the country. 

(vi) Home-Savings Safes.-— The British Post 
Office issues these small safes on payment of three 

shillings to induce people to collect small sayings 

• • 

22 
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at home. We are referring to this mode of incul- 
cating habit of thrift in the masses elsewhere ; but 
if the Indian Post Office Savings Bank were to 
introduce this arrangement, it may considerably 
assist its mission. 

(vii) Attachment of Deposits. -Deposits in 
Indian Post Office Savings Bank can be attached by 
the order of a competent court in satisfaction of 
suits against the depositors. The British Post 
Office, however, clearly lays down in its rules that ; 
“ A deposit book is not a proper seciirity for money 
lent, and no claim by any person holding a deposit 
book in respect of a loan can be recognised. Deposits 
in the Post Office Savings Bank are not liable to 
‘ Attachment ’ or to its Scottish equivalent ‘ Ar- 
restment.’ ” Although we w'ould not go to the extent 
of suggesting wholesale copy of the British rule in this 
respect, as it may mean creating a wilful method 
of defrauding one’s creditors, still we should wish that 
some minimum portion of an accoimt, say Rs. 5,000, 
may be prescribed, wffiich could not be attached. An 
arrangement of this nature will enable people to 
make emergency financial arrangement for their 
families. 

{viii) Savings Facilities for Villagers.— We 
have suggested in chapter 11 how villagers must 
sometimes walk large distances before they can 
deposit in or withdraw from the nearest Post Office 
! Savings Bank and that some arrangement in this 
respect should be possible Ibhrough the village post- 
man who visits the village for delivering post. Such 
an arrangement is quite feasible. Let the postman 
be given a book of receipts printed i;n duplicate, 
one of which he should hand over to the village deposi- 
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tor whenever he is entrusted with money and the 
pass book to be deposited in the post oflSce. When he 
returns to the post office the authorities can examine 
the duplicate impression in the book and check the 
deposits and pass books received by him. On his 
next visit the pass books should be returned and 
the original receipts collected which should be pasted 
in the book and verified at the post office. Similarly 
when withdraw'ing money, the same procedure of 
receipts, with duplicate irajiressions in the book, 
could be introduced, the receipt given by the post- 
man, when getting withdrawal form and pass book, 
being collected, at the time of handing money and 
the pass book. It may bo said that it would be risky 
for the |x>stman to carry such money. As the 
amounts would ordinarily be small there would not 
be any further risk than to what he is subjected now 
when carrying money-order amounts. If necessaiy, 
limits on such deposits or withdrawals, say Rs. 20 at 
a time, may be prescribed. It may also be urged that 
owing to the illiteracy of the villagers the postman 
may be induced to commit frauds. We do not think 
that any undue further temptations would be created 
for the postman by this arrangement, than what 
already exist when illiterate jiersons open accounts 
with Post Office Savings Banks. However, if a 
precaution be necessary such operations, through 
the postman, may take place in the presence of the 
village headman or the village police constable. The 
day and time of visits of the postman being more or 
less fixed, there should be no difficulty in arranging 
for co-operation of a respectable villager to attest 
such transactions. 
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Note — Post Office can also help to develop banking habits in 
other ways as well as be a moans of economising actual cash circu- 
lation. If it worn to issue letters of credit payable at any post 
office in India a good deal of convenience and easy mode of carrying 
money would l)o introduced. Post Office would not run any more 
risk in respect of forged letters of credit than it does at the present 
moment when issuing postal orders. Specimen si gnature of benefici- 
aries on letters of credit would be n i ufticient means of identification. 
If, however, fnrtlier safeguard be necessary, or if special convenience 
for illiterate people be desired, the issuing office can paste the 
beneficiary's photograph, duly attested by it, on the letter of credit. 

Municipal and Local Board Banks 

If bodies like Local Boards and Municipalities 
are permitted to do a modified form of banking 
business, without taking any risks which ordinaiy 
banks take, there could possibly be no objection to 
that. On the other hand this new activity would 
be greatly apprec^iated. In Germany these bionks 
are ordinaiy feature of local bodies and do useful 
work. England, however, does not appear to be 
sanguine about such banks.* Her objections are that 
such bodies do not possess adequate experience for 
the conduct of banking business and further that 
there is danger of bank deposits being locked up in 
capital works and as non-liquid advances. The 
Municipal banks are not expected to do commercial 
or any high class or complicated banking and as 
such there is not much need of previous e^riened. 
Their work is mainly to accumulate savings of poor 
classes and to invest them as a man of ordinary 
common sense and prudence would invest. It is 
' remarkable to note that in ^pite of England’s doubts 
about this kind of banking the Municipal Corporation 
of Birmingham has started a hiunicipal bank which 

* The British Government has lately appointed a committee to 
examine and report on the question of municipal banking in 
Sngland. 
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is doing very active and prosperoiis work. The 
bank started work in 1919. Its deposits on 31st 
March, 1921 i.e. at the end of nineteen months 
of working, were about one million poimds. On 3Ist 
March, 1925, the deposits were over three million 
pounds, i.e. the deposit figure increased three times 
during the short interval of four years. The bank 
has over thirty two branches and sub-branches. 
These figures show tliat the bank’s services are being 
well appreciated. The response which it has received 
from the public conclusively refutes any arguments 
against municipal banking. The bank mainly keeps 
savings bank accounts and invests its funds in gilt- 
edged secm'ities. It makes advances for house 
purchasing and renders some other services to the 
community. In order to give the readers some idea 
of its activities we arc publishing its 1925 balance 
sheet on the next page. 

No capital is required in the case of municipal 
banks. ’Fhe municipal general revenues and proper- 
ti<3s are a sufficient guarantee for the depositing public. 
'Fhe banks should mainly receive savings bank 
deposits, at a rate not exceeding that which is allowed 
by the government post offices, which should be mainly 
invested in trust scciuities. This would give a margin 
of profit more than sufficient to meet the running 
expenses. The Banking Council should, however, 
have power to allow any municipal banks to put up 
their interest by half a pfer cent, over and above the 
postal rate. At places where there are no l)anks, 
local bodies may be pennitted. to open floating 
accoimts without allo>ving any interest on them. In 
fact at such pla^s the mimicipal banks can even 
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BIRMINGHAM 

BALANCE SHEET 


Liabilities. 

Amount, standing to Cre- 
dit of Depositors (in- 
cluding interest) 

S mdry Creditors for 
Bent, Printing, Heat- 
ing, Bepairs, Outlay, 
etc. ... ... 

Beservo Fund — 

As at tUat March , 1 024 

Add . — Suporannuati o n 
Contribution as per 
Income and Expen- 
diture Account for 
the year ended 31st 
March, 11)25 


Total Beservo, includ- 
ing Liability for Sii 
porannuation 

Add . — Excess of Income 
over Expenditure for 
the year ondod Slat 
March, 1925 


Grand Total 


£ s. d. 

£ 8. d. 


6,611,532 8 11 


8,680 6 

S,808 7 4 


470 18 5 


59,286 5 9 


10,462 14 6 



09,748 0 3 

1 


t 

6,689,860 11 7 


We have audited the Accounts as set out above, and we certify 
the a£EaiTs of the Bank. 


(Sd.) J. P. HILTQN, 
General Manager of the Bank. 
IJOfJEdmund Street, Birmingham. 
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MUNICIPAL BANK. 

Slat MARCH, 1925, 


Assets . 

Cash ill Hand at Head 
Office and Joint*stock 
Bank 

Cash with Corporation ... 
Note. — ^The Corporation 
holds upwards of 
£3,500,000 British 
Government Securities. 
House Purchase Depart- 
ment — 

Amomit ro payable by 
depositors 

Land Settlement (Faoili- 
ties) Act, 1919 : — 
Amount repayabln by 
small holders as at 
31st March, 1924 


£ 8 , d. 

471,103 11 3 

4,464,624 1 9 6 


668,466 4 7 


826 1 8 1 


Less. — Ropa^ nionta during 
the year 396 17 2 

Amount exfiended on 
the Purchase and Adap- 
tation of PiomiscB for 
Permanent Branch 
Banks and those in 
course of erection — 

As at 3 1st March, 
1924 51,668 9 2 

Additions during the 
year 10,859 7 7 


62,427 16 9 
Less . — Depreciation 

1,443 11 5 

Furniture and Equipment 
at Heed Office and 
Branches — 

As at 31st March, 
1924. 7,201 13 3 

Additions during I ho 
year 2,563 5 2 

T,764 18 T 

Less , — De I ) reci ation 

2,660 S 11 

♦Sundry Debtois, includ- 
ing Claim for Repay - 1 
ment of Income Tax 
Gband Total ... 


60,984 5 


7,204 9 


4 


6 


£ a. d. 

4,925,728 10 9 


668.897 5 6 


68,188 14 10 

37,046 0 6 
6,689,860 11 7 


that, in our opinion they reprerent a true and correct statement of 


(Sd.) J. R. JOHNSON, f. s. a. a., 
• treasurer of the Bank, 

(Sd.) AGAR BATES NEAL & Co., 

• Cha/rter Accountants . 
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handle government treasury business. Necessary 
limitations as regards notice of withdrawals, amoimt 
to be withdrawn etc., as are usually prescribed in 
the case of savings banks should, of course, be imposed 
in the case of similar deposits of these banks. The 
most important reason for suggesting the introduction 
of this class of banks is that on accoimt of local in- 
fluence and prestige the local bodies would greatly 
assist in speeding up the development of banking 
habits. They would supplement the work of post 
oflice savings banks so far mobilisation of mass savings 
is concerned. To suit the convenience of the labouring 
and poor classes business hours of the branches of 
municipal banks situated in such localities may be 
so fixed as not to clash with the periods of their 
work or attendance ; or again they can open offices 
on different daj^s in different localities. 

Usefulness of municipal banks would be con- 
siderably enhanced if their services could be enlarged 
to meet some other demands of the community as well. 
For example, if mimicipal banks take up the duty 
of paying house-tax, water-tax and chaiges, lighting 
charges etc., which are usually due to the muni- 
cipalities from the deposit accounts of their depositors, 
a good deal of convenience would accrue to the local' 
people. The work will be quite simple for the banks. 
They will have simply to make transfer entries. Also 
if the banks invest a portion of their funds in meeting 
occasional need for loans of their depositors a greatly 
needed want would be supplied. The poor although 
possessing sufficient tangible security are often obliged 
by circumstances to fall into the clutches of devouring 
money-lenders who literally fleece them. If they 
opened “ pawn-brokers ” department where the needy 



XIV. 


OTHER BANKS AND BANKERS 


.345 


could get occasional assistance against the pledge 
of their wares the municipalities would not run any 
danger of losing money. If necessary the banlcs 
could appoint a guarantee broker who on a nominal 
commission would assess the value of the pledge and 
determine the amotmt to be advanced and in case of 
the borrower’s failing to repay the advance, would 
meet any short-fall that may result after the secm-ity 
has been exhaasted. This function of guaranteeing 
“ pawn-brokera ” loans could be very conveniently 
combined with the duties of the cashier or treasurer. 
Moreover, the banking committee of the municipality 
on account of local knowledge would be able to assess 
the need of the bon-ower and test the estimates 
of the treasmer. Some of the municipal banks in 
Europe greatly assist their local population in such 
advances. 

House accommodation for the local population 
and town improvement are important problems which 
local bodies have often to tackle. Any measures 
which can induce ordinary middle class people to own 
or build their houses or induce congested population 
to move out and inhabit now plots, should always 
be welcome from all points of view. The municipal 
banks can greatly encomage efforts in these directions 
by agreeing to advance some amoimt on the security 
of the mortgage of the property to be bought or 
built. Of course the borrower would be required 
to find a portion, say half, himself and the rest could 
be advanced to him. The loan could be repaid 
gradually, say by monthly instalments. It would 
be easy for municipal appraiserg to detennine the 
value of the mortgaged property because they often 
handle such matters. An approximate indication 
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about the worth of a house is the house-tax which 
is being paid to the municipality, because that tax 
depends upon the amiual rent and rent is one 
of the basis of valuation. Moreover, banking com- 
mittee of the municipality can further scrutinise 
the valuation from local knowledge and recent 
similar sales. The bank would not stand to lose 
anything. Experience of other municipal banks 
which render this kind of assistance to their depositor 
shows that monthly instalments are punctually pdid. 

Advances of the nature referred to above should 
be made on very conservative basis and within certain 
proportion to the total funds. A good bit of the 
bank’s fmids should be invested in first class nego- 
tiable seemrities so that in case of emergency the bank 
should be able to meet the demands of its depositors 
and not make them lose faith in it. 

Another way of utilising the bank’s money would 
be for the purpose of municipal finance. At certain 
times of the year the incoming revenue may not be 
suffi(?ient to meet the cmrent expenditure. And 
temporary ways and means advance from the bank, 
or the utilisation of its funds, -would enable the 
municipality to pass over the difficulty. The advance 
could be repaid from the subsequent surplus revenue. 
Again a part of the bank’s funds may be utilised 
for capital purposes. Gieat caution is, however, 
necessary when such advances are taken because 
there is always a danger of overdoing them. It would 
be very desirable if some limitations could be imposed 
upon the proportion of various'* ad-vances to be made 
by a municipiU bank. The bank should maintain, 
a cash percentage of 15 to 20 per cent, of deposits ; 
and a further 40 per cent, should be invested in nego* 
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tiable and readily saleable securities. These items 
will keep the bank’s position liquid and enable it 
to meet even panicky demands of its depositors. 
The remainder of its funds may be utilised for making 
advances of the nature referred to already. Deviation 
from the investment percentage viz. 40, may be 
allowed in special oases by the Banking Council, in 
order to enable the municipality to meet its capital 
programme, provided the bank’s general position is 
otherwise safe and not likely to cause any anxiety. 

There would be no harm if the municipal banks 
offer safe custody faciiitie.'-. We have referred 
elsewhere how people badly need such an arrange- 
ment specially in small places. 

As regards the method of keeping funds of the 
mmiicipal banks there are two practices : — 

(i) which keep the funds separate in every 
res[)eet; and 

{ii) which merge the bank funds into the 
municipal funds. 

Whatever method is adopted it practiealh' 
amounts to the same thing, as virtually 
the municipality is responsible for the 
affairs of its bank and shall meet any 
losses that its working may disclose. In 
the case of {ii), however, the municipality 
should hold liquid investment and main- 
tain cash position at least to the extent 
suggested above. 

The management of the bank should naturally 
be in the hands of tile municii)ality. The members 
could elect a committee to be in active touch wnth 
and superintend the bank. The banks’ officials and 
staff would be under this committee. The “Incal 
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Fund” auditors should audit the bank accounts 
just like all the other accounts of the municipality. 
Besides the municipal control and routine audit of 
auditors, there should be occasional independent 
supervision and examination of the bank’s affairs by 
the Bank Examiners. Municipality or the bank 
should pay for such examinations and visits. The 
Banking Council as in other banking activities should 
be the final administrative authority for municipal 
banks as well. 

Profits resulting from the working of the bank 
should not be taken to ordinary municipal revenue. 
A portion should be set apart every year to fom a 
Reserve Fund and the balance should be utilised 
for beneficial purposes like education, sanitation, 
medical aid, local improvement and so on. 

The bank should bo free to open offices and sub- 
offices within the municipal boundaries. In a large 
place like Bombay or Calcutta some twenty local 
offices can be conveniently opened. Possibly all 
these offices may not be busy whole day. Hence 
to economise working costs such branches may be 
kept open only on certain days of the week or only 
at certain hours of the day— same staff sufficing, 
by turns, for the work of a number of offices. Thi.? 
is how the Birmingham Municipal Bank is working 
a number of its smaller offices. 

The outline of municipal banking constitution 
which we have given above is based upon practical 
experience obtained by similar banks in other 
countries and appears to be quite suitable for adoption 
in India as well. ‘ 

Co-oPBRATivE Banks 

We have explained in preceding chapters the 
principles of co-operative banking in connection 
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with agricultural credit and credit for artisans. The 
principle, is however, capable of being applied to any 
set of individuals having some common bond or 
community of interest, e.g. labourers of the same 
mill, clerks of the same office, employees of the same 
railway, people of the same profession, occupation, 
caste or locality and so on. The services which 
such institutions render aio : {i) They provide a 
convenient machinery for promoting .savings of 
their members ; {ii) They make their members 
industrious by facilitating advances for productive 
purposes ; {Hi) They eliminate usury by offering 
credit at reasonable cost ; {iv) They tniin people 
in business methofls and self-government and endow 
them with sense of social losjronsibility ; and (v) They 
enable the members to bon’ow for their requiiements 
on their collective or total ci’odit, whereas individually 
they might not succeed in raising any money. 
Almost all the co-operative banks axe based on two 
common principles ; equality in privileges and 
democracy in votes. As the subject of oo-oiX3ration 
has been already dealt with in detail it will serve 
no useful purpose to repeat here their mode of 
formation, and we must pass on to another section. 

Private Banks and Bankers 
This section does not require any special treat- 
ment. Private banks and bankers should continue 
their activities as best as they like and no sort of 
hinderance or check or regulations should be imposed 
upon their business. Th^ sanctity of private business 
so long as its liabilify is unlimited and it does not 
violate public morals should be left untouched. 
Moreover, in practice it would be difficult to segregate 
them from other private business concerns because 
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verj' often such banks and bankers combine other 
business with banking. They should be left to be 
judged by their customers who naturally are not 
blind to their own interests. If such banks do not 
give sufficient publicity to their affairs or appear to 
be violatii^ safe principles of banking their customCTS 
can be expected to bring pressure upon them. In 
their own interests this class of people will tend to 
reform themselves if they wish to continue their 
business satisfactorily. Some of the private English 
banks have begun recently to publish statements 
of their accounts to keep up confidence of their 
clients. Similar bodies will do so in India 
also, specially when banking facilities on the part of 
public companies are introduced in accordance with 
the suggestions given in this book. 

It may, however, be mentioned here that private 
bankers would greatly enhance their business and 
confidence in themselves if they confined their 
attention to banking and allied activities and did 
not participate in active trading, involving trade 
risks. They could, of course, continue their commis- 
sion agency business but anything smelling of trading 
on their own account with the depositors’ money 
would in the long rmi be injurious to their prosperity. 
They can do bill-brokers’ and discounting business 
which affords great opportunities. They can thus 
be a connecting link between ordinary small borrowers 
and big banks. Such houses play an important part 
in English banking and to some»extent in this country 
also. These activities are capable of expansion to 
the mutual advantage of themselves, corporate banks 
and borrowers. 
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“ Local ” and “ Provincial ” banks referred to 
in an earlier chapter offer great field for private 
bankers. They can suitably convert their present 
business into either of these classes, according to 
their present business and means, on the principles 
of limited liability and reap all the advantages 
rasulting from such organisation. They can continue 
to have principal hand in the active management, 
as well as maintain personal contact with their 
localities and at the same time reap principal profits. 
The remodelled companies on account of the public 
examination and superintendence, would inspiio 
greater confidence and thus lead to increase in their 
business. 

Besides the above way in which private bankers 
can reorganise their business with great advantage, 
there is another important direction also viz. com- 
bination of private bankers with corporate banks 
which affords great field both for useful work and 
profits. In Germany banks are sometimes constituted 
on what are known as GmnrmncUt" principles. 
In addition to the responsibility or guarantee of 
the bank’s capital, its liabilities are further secured 
to an unlimited extent by the irersonal fortunes of 
come of its principal controlling officers who rank 
as private partners with it. Siich i)ersonalIy liable 
officers have chief voice in the management, though 
of course they x>ay great regard to the advice of the 
directors or representatives elected by the share- 
holders. They contribute a portion of the capital 
as well. They are a^ a rule men of some substance 
and inspire confidence in the .bank’s customers. 
They are usually bankers with adequate experience 
and know how to work banks on sound lines, 
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Because they are personally liable they do not take 
any undue risks or do speculative banking. They do 
not get anj’' salary but receive 20 per cent, of surplus 
profits after paying a certain minimum initial divi- 
dend (usually 4 per cent.) to the stock-holders. 
Certain percentage of profits is also taken to reserve 
until it reaches one-third of the capital. In case of 
the bank’s liquidation if the surplus or reserve is 
intact, partly or wholly, one-fifth of the same is 
paid to such director partners. Any one of these 
partners can retire and sell his intei’est to others, 
provided the affairn of the bank do not disclose any 
necessity of falling back upon his personal fortune and 
the substitute is acceptable. Such retirement is 
usually made on account of advanced age. In 
many cases such transfers are made in favour of a 
son or next-of-kin of the retiring pirtner and the 
partnership share continues to remain in the same 
family. Some of the biggest banks of Germany 
are registered on the Ccmniandit” basis. The 
‘‘ Darmstiider imd National Bank,” which is one of 
the “.D”* bcinks of Germany, is working on the.se 
principles. 

The partnership co-operation of the Indian 
private bankers with the joint-stock banks on the 
principles referred to in the preceding paragraph 
affords ample opportmiities of mutual benefit with 
very great advantage. Such combinations can take 
place in all types of joint-stock banks refened to 
in the chapter on “ Bank Law.” “ Local ” banks, 

♦ It is simply a coinoidenoo that the names of the biggest banks 
of Germany begin with *‘D”and they are colloquially and collectively 
known as “D ” banks. They correspond to the “ Big Five ** banks 
of England. Their names are Disconto Geaselsohaft, Deutsche^ 
Dresdner and DarmstMder, 
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however, afford a very prosperous field. The local 
private banker on accoimt of his local knowledge 
and local associations can strengthen his private 
business by converting it into a limited liability 
corporation and at the same time continue to be 
a partner with it. A special share of surplus profits 
would be paid to him on account of his taking 
unlimited liability and looking to the management, 
and as such, he would continue to reap special benefit, 
on the strength of his private fortune and banking 
abilities, which he was getting when he had private 
business. The result of converting his private 
business would thus not affect him so far his personal 
income is concerned. On the other hand there aie 
chances that such income would Ix^ increased. By 
his associating extra capital, albeit on the Umited 
liability principles, he not only gets moie funds but 
enhances the res}x}ctability of and confidence in his 
business and as such the business progresses, resulting 
in all remid increased profits. Moreover, he can 
retain such partnership in the family after his re- 
tirement as is a chief featuie of Indian joint-family 
system. Unfortunately history of small joint-stock 
banks in this country lias been full of unhappy 
episodes ; and although the Government control 
which has been suggested already is expected to 
restore them to public confidence, w’o think it would 
build up that confidence more speedily, if in addi- 
tion to the State supervision, the public are a&sured 
that losses, if any, would be made good from the 
personal liability of the principal officers of the 
bank, who work on patrnership basis. The banks 
will of course continue to be regarded as public 
corporate banks for the purpose of registration 
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formalities, restriction on business, administrative 
control of the Banking Comicil, the Comptroller 
and Examiners of Banks, the payment of security 
de|X)sit and taxes and other similar details. The 
only difference would be that their clientele would 
get additional guarantee for losses and the profits 
would be distributed in a pie-arranged manner. 



CHAPTER XV 

GENERAL 

Factors which, though not a part of the organisation, 
will assist and accelerate banking construction ; Propa- 
ganda — Vernacular accounts and signatures — Stamp 
duty — Modification of Commercial law relating to Mort- 
gages, Pledge and Hypothecation, ll(»gistratit)n of trade 
names, Investment of trust funds — Bank of issue’s special 
facilities — Government and cheque currency — Prize 
drawings — Bankers’ association ; provincial associations 
and their federation — Institute of Bankers ('onclusiou. 

We have given our views in t]»e preceding 
chapters as to how banking in India should be or- 
ganized to adequately serve the economic needs of 
the country. There are, however, several other 
factors which altliough not a part of the organiza- 
tion will greatly assist the forniation and accelerate 
the growth of Indian banking. We shall now briclly 
describe these supplementary measures. 

Propaganda 

However well thought-out, useful and impoiiant 
a scheme may be, its success is greatly strengthened 
by a vigorous proj)aganda in its favour. All associa- 
tions in the country whether under official or non- 
official control should from time to time pi'each the 
importance of a sound bajiking system to the eoimtry 
and tliat the Indian banks should Iw encouraged 
and £)atrouised. The Indian National Congress and 
political and social confereneesj should impres.s 
upon their audience the great necessity of public co- 
operation in the ^promotion of.bankingin India. It 
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is 1-eally surprising that the wide awake political body 
like the Indian National Congiess which is champion- 
ing the cause of Indians in every respect has not made 
any effoi’t so far to popularise Indian banking. 
Trade Associations and Chambers should regard it as 
one of their principal aim? to help Indian banking 
and to ask their members to keep accounts with Indian 
banks — what right has an Indian trader or manu- 
facturer to ask for public and government support 
for the promotion of his Swadeshi enterprise if he, 
in turn, does not possess the same feelings for the 
Swadeshi banks ? The government officers, in their 
durbars and other public functions, whenever oppor- 
tune, should describe the great banking need of the 
country and why the people should have accounts with 
Indian banks. The Goveniment should not favour 
or synniathise with any one particular bank, like the 
Imperial Bank of India but treat all the banks alike. 
Discrimination in favom* of any one single bank or 
a set of banks would dwarf the pipgress of general 
banking. Similarly the bank of issue should not 
extend siiecial patronage to any particular institu- 
tion. This is one of the greatest reasons why its 
agency business should not be reserved for the 
Imperial Bank of India as suggested by the Currency 
Commission. Growth of one bank, albeit howso- 
ever important or big, is not banking development. 
Patronage as regards agency work should be so dis- 
tributed amongst the banks of the coimtiy as not to 
throw any suspicion of inferiority or insecurity on any 
bank. All banks whether big or small are required 
by the country to do their part in her development, 
eiich in its own way. The press of the country 
should also do its duty in this resp^t, whenever con- 
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venient, and impress upon the newspajjer readers 
why for the country’s advancement, indigenous 
banking development is necessary. 

If habits of thrift are inculcated in the |)coj)le 
from their young age they would have lasting effect. 
The “ Home Safes ” * introduced by banks ai-e a 
great instrument of projxiganda and familiarise jx>ople 
to banks. The Central Bank of India, Limited 
is the only bank so far that lias introduced them in 
this country, and deserves public appreciation 
for this enterprise. It has sufficiently demon- 
strated the utility of these small iron receptacles as a 
means of economy and of promoting banking habits. 
The system deserves wider popularity. Specially 
students should be encouraged to form a “ home- 
savings” habit; and for this, if necessary, small 
departments may be attached to schools and colleges 
to facilitate such accounts. 

We are conscious, that some would argue that 
it is dangerous to carry on propaganda in iriatters of 
banking, because that involves safety of money. 
From the scheme of organization outlined in the 
preceding chapters the whole system has been suggest- 
ed to be brought under public supervision and scru- 
tiny and legal measures safeguarding depositors’ 
interests are reconmicndcd. With the introduction 
of those safeguards linking would be safe. 
Whatever scrujiles there may be at the present 

* Those are small iron rocej^cles, of the size about 4" x 3" X 2" 
issued by banks to their savings banks constituents. The “ Safes ” 
are locked, the key remaining with the bank. They have small 
apertures through which coins and notes can bo thrown inside 
but not withdrawn unless the lock is opened. At convenient inter- 
vals they are taken to the bank which opens them and credits tlie 
“savings ” to the accounts of the depositors. 
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moment in carrying on the public propaganda 
would disappear when Indian banking has been 
put on systematic basis. 

Vbenacular Accounts 

All the existing banks at present carry on their 
work in English and follow the English system of 
accounting. Many of them are reluctant to open 
accounts of those who cannot sign their names in 
English ; or even if they do so, they insi.st that either 
such depositors should sign the cheques in advance 
in the preseiico of their officers, and then fill in blanks 
as regards date, name and amount, as necessity may 
arise, or that they should indemnify the bank against 
fraudulent signatures. Both of these arrangements 
imply considerable risks to the depositors. Again 
great difficulties are experienced in the matter of 
negotiating instruments bearing vernacular endorse- 
ments as banks, sjjecially the Imperial Bank of 
India, raise great difficulties in these matters. 
Sometimes in the case of female signatures on 
cheques, counter-signature of a magisterial officer 
is insisted ujxin. It is really strange that the 
vemaculam should be at such a great discount. 
Knowledge of English language may be of great 
advantage but it is not essential to the people of 
the comitry or to its commercial and banking acti- 
vities. Many of the most respectable Indian houses 
, carry on their business through the medium of 
Indian vernaculars, and to .deny or restrict to them 
banking facilities is not in the national interests. 
In justice to the languages of the country as well 
as to speedy up banking development restrictions 
should be removed uixm the language in which 
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accounts could be kept by banks or in which dcjx)s- 
itors could negotiate or sign cheques and bills. 
Restrictions, whenever necessai’y, may be im}x>sefl 
uix>n the form of accounting in the case? of public 
companies but not upon the language in which such 
accounts are maintained. The Bank Examiners, 
if they are natives of this country, can easily pick 
up Indian languages for the pur{X)se of audit even 
if they happen to belong to a province different 
from the province of their office. 

Stamp Duty 

The present scale of stamp duty on cheques and 
negotiable instruments i^s prohibitive and not a little 
impedes the growth of handling and use of cheques 
and bills. More than one resjwnsiblo person has 
recommended modification of tliis scale. On a motion 
in the Central legislature the Government of India 
commenced laKst year to ascertain public opinion in 
favour of reduction of stamp on cheques. The 
Hilton-Young Currency Commission in their report 
in paragraph 216, under “means to promote bank- 
ing development,” say : “ Of the other measures 
which are understood to be under consideration, 
one which appears to us likely to be particularly 
fruitful is the abolition of the present stamp duty 
on cheques. This charge is undoubtedly an obstacle 
in the way of the development of banking in the 
coimtry. It probably tends to restrain many people 
from opening current accounts and so making pay- 
ment by cheque instead of cash, A similar duty 
was at one time in force in the United States of 
America. It w'as found to be unsatisfactory res- 
traint upon the use of cheques and upon economy 
in the use of currency and was abandoned ” 
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Abolition of stamp on cheques would accelerate the 
use of cheque-curreney.* But equally important is 
the reduction, if absolute abolition be not practicable 
from the point of State finances, of duty on bills. 
Popularisation of bills as a means of credit with 
the natural consequence of discounts and rediscounts 
is greatly required for the advancement of banking. 
The present scale of duty considerably impedes the 
“bill-habit.” We personally favour total abandon- 
ment of stamp duty on bills. The Government 
should iwoup loss of revenue resulting from 
this course in some other suitable manner. In the 
course of time, banking development and banking 
prosperity would add to the sources of Govern- 
ment* revenue in some other ways which might 
compensate even to a gi-eater extent than the portion 
lost under this arrangement. And if subsequent 
events do not warrant its continuance, the duty 
can be re-imposed. 

Commercial Law 

The Indian law regarding commercial and 
banking transactions requires to be modified, if not 
generally, at least in the case of bona-fide banking 
transactions. Apart from the vexations which banks 
experience at the hands of Indian courts, specially 
in the up-country places, either due to want of 
experience of commercial cases on the part of the 
trying judges or due to the slowness and indifference 
of judiciary, the law regarding securities in the banks’ 
possession should be simplified so as not to involve 

^ i 

*It is gratifying to record that the Finance Member announced 
in the course of his Budget speech on the 28th February 1927, that 
from Ist July 1927, stamp duty on cheques and demand bills 
would be abolished. 
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cambersome procedure. Improvement in this direc- 
tion will greatly add to the usefulness of credit 
institutions. We suggest the following few amend- 
ments. 

Mortgages. — At present equitable mortgage is 
permitted only in certain places and banks cannot 
make use of it as a substantial security at all places. 
The law should be modified so as to legalise equitable 
mortgage in favour of banlis registered under the 
Indian Bank Law or incorporated under si)ecial 
acts of the central and provincial legislatures. 
Whatever objections there may have originally 
existed against allowing equitable mortgage uni- 
formly throughout India, they do not exist to the 
same degree now ; and even if they do, cori^rato 
banks on account of being subjected to public 
supervision and examination will hardly abuse the 
facility. Many a time it hapjjens that a party 
requires financial assistance urgently which cannot 
await completion of legal formalities in connection 
with mortgages and registrations. If there were 
facility of creating security by mere deposit of title 
deeds, as is the case in Prosidenej'^ Towns, in England 
and other countries, many a deserving concern 
would get timely aid. Sometimes it happens that 
a constituent wants accommodation very temporarily 
and the only security he can offer is property. If 
he were to execute legal mortgage the cost would 
be great and out of proportion to the j)rice he should 
pay for obtaining credit. If this anomaly were 
removed credit transactions through banks would be 
greatly facilitated. 

Some improvement is also nece.ssary in the 
case of legal mortgages. At present it is only 
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“ English ” mortgage that gives power to the mort- 
gagee to sell the mortgaged pr»>perty, if the mortgagor 
does not abide by the terms of the mortgage deed, 
without the intervention of a court. In all other 
cases the mortgagee has no such power and he must 
appeal to a court for fore-closure. Those who 
have experience of those matters know how annoy- 
ing, troublesome, and dilatory are the court pro- 
ceedings in this connection. If the bfinks had power 
to enforce clauses about foio-closum and sale of 
mortgaged property, in case of non-obsf?rvanee of 
toims about payment, etc., bank borrowers would 
be more punctual which would induce banks not to 
shun this security for bonafide short term loans. 
This power is csstuitial in the case of mortgage and 
industrial banks, otherwise the borrowers, not being 
afraid of their profx'rties l)eijig seized for satisfaction 
of debt, are liable to be lax, which would dislocate 
financial operations of banks. If the interests of 
debtors are a concern of the State, the inteiests of 
creditors should be equally looked after. Puiictua- 
ality of payment makes the wheels of financial 
machinery move smoothly ; and the providing of 
reasonable powers to induce it at least in the hands 
of bonafide and respectable institutions like banks^ 
should not be shirked. 

In the case of land-mortgage and industrial 
banks further special mortgage facilities, besides the 
power to foieclose, are necessary so as to enable 
them to seize, work and manage mortgaged property 
if at any time they think such a course advisable 
in their interests. 

t. 

Pledge and Hypothecation. — ^It should be possible 
for banks, without the slightest legal danger, to 
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advance against factory stocks, stocks in trade, etc., 
in poasession of the torrowoi's. At present some 
doubt is felt in accepting this security. If necessary, 
bank hypothecation register ca.n Ik; maintained in 
each district where pledge of goods to a bank should 
be registered. Facility of this nature would greatly 
facilitate supply of short terra credit to bona, fide 
tradera and manufactiu’ei’s. 

Registration of Trade Names. — In England all 
trade names are required to be registered and the 
names of partners should be printed on the letter 
papers of firms. If either of these things is not done, 
it ip a violation of law^ involving penalties. In India 
also the same law should lx; introduced. It would 
help banks to know with what peo])lc they are 
really dealing. Unless a person is trading beyond 
his means or wishes to benefit by keeping people 
ignorant about his trade rolationship there should 
be no objection to the introduction of this sound 
measiuo. 

Investment of Trust Funds. — ^Tho Indian law 
governing investment of trust fimds should bo modi- 
fied so as to allow investment of these funds in bonds 
of industrial and mortgage lianks referred to in the 
preceding chapters. Investments are absolutely 
safe. A change of this nature would increase public 
confidence in such investments and make them 
popular. This would be an additional reason for 
insurance companies and banks to deal in such 
securities. 

Bank Law.— Chapter IX dealing with this matter, 
mainly refers to commercial* banking. There 
should, however, be no objection to any joint-stock 
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bank being formed to do special type of banking 
business, like agricultural, land mortgage, industrial, 
etc. We have suggested incorixiration under special 
charters of some special banks but that is no reason 
why private efforts should not be permitted in these 
directions also, if there is sufficient demand for 
their services. The banking law should, however, 
be modified on the basis of suggestions given in 
the relative chapters and the constitutions of such 
joint-stock banks should contain those modifications. 
Tlie appropriate credit board should have preliminary 
superintendence over such banks. 

Bank of Issue’s Special Facilities 
We have su^ested arrangement of si)Ocial facilities 
in favour of special banks at the bank of issue. 
The total of such airangement may amount to a 
large figure ; arid it is a natural question which 
some of our I'oaders may put, whence this money 
is to come ? Is it to be provided by withdrawing 
or curtailing existing credit facilities to commerce 
and ti-ade ? Our reply to the last (juestion is, no. 
The organization of banking will increase bank 
deposits and thus increase volume of credit wffiich 
banks will be able to allow. An appreciable j)or- 
tion of the suggc.sted credit thi’ough the land mort- 
gage bante will be utilised for repayment of loans 
already taken from monej^-lenders which will natu- 
rally tlux)w an equal amount on the market either 
In the shape of investments or as bank deposits. 
Moreover, through the ’^organisation of credit, 
deposits will permit grant ctf greater volume of 
facilities than it is possible in the present unorganized 
state of banking. Lastly, the inclusion of discounts 
and other securities as a part of the currency reseiwe 
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would enable increase in the volume of currency 
which would be sufficient to meet all demands, 
that can be foreseen at the present moment. Gold 
will lose much of its attraction, so far hoarding is 
concerned, and will be available for currency pur- 
poses. Gold will also be received to settle balance 
of international payment which is usually in India’s 
favour. And on account of the feature of elasticity 
which Iras been suggested to characterise the currency 
reserves of the bank of issue, the quantity of gold 
that will be taken to the reserve will enable creation 
of currency to two and a half times its amount, 
the rest of course being backed by other suitable 
securities, (i.e. in reality by instruments of credit). 
We do not anticipate any difficulties on the part of 
the bank of issue to supply the facilities which we 
have suggested in the earlier chapters. As an ultimate 
source the bank of issue can fall back upon foreign 
markets for any assistance it may need, though as 
far as wo can see there would be no necessity for 
such assistance. India may need foreign loans for 
capital purposes but they can be arranged in- 
dependently of the liability of the bank of issue e.g. 
by SiJecial banks or through other channels. Other 
markets will not hesitate to accommodate the bank 
of issue if they are sure that it is properly organized 
and the coimtry’s banking system is based on sure 
and strong foundation. 

It is far from our intention to suggest or imply 
that the bank of issue should be a medium of inflating 
currency. Currency* and credit should be only 
increased to meet increased economic activities and 
only in proportion to the increase as actually takes 
place. That would keep currency and economic 
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activity at the same level without disturbing the 
value of monetary unit. Every one agrees that 
India has vast potentialities for economic growth 
and it is but meet to make arrangements for expan- 
sion in our currency to meet demands that it may 
be, hereafter, called upon to .sati sfy. 

Government and Cheque Currency 

The public knows at present how the Government 
stands in the way of the increased use of payments 
by cheques. If government dues are to be paid they 
must be paid in cash. If rates and taxes are to be 
paid they must be paid in cash. If telephone bills 
are to be paid to the Government telephone depart- 
ment the payment is not accepted by cheque : the 
department insists that iKxyment should be made 
in actual cash to the local j)Ost office on its behalf. 
These hinderanccs do not encourage banking accounts. 
If banking and cheque currency are to lie developed 
they must be allowed full field to play their part. 
The Government should authorise that all payments 
to be received on its btdialf could be made in cheques 
- exchange or commission being charged if cheques 
are not jjayablc locally at the place where payment 
is due. It is, of course, understooii that mceipts 
granted in respect of cheque payments should contain 
a provision tliat in case of non-realisation of the 
cheque, the receipt would have no value. Cash 
^payment should lie only insisted in cases where 
something is being lianded, in exchange there and 
then e.g. when buying railway tickets, and paying 
for the like. 

Tlie Government should jiermit all public 
departments like municipalities, local boards, uni- 
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versities, etc., to keep banking accounts in any 
properly constituted Imnks they like. They should 
not re.strict them to any particular bank. In other 
countries, including England, all such Ixxlies are 
free to choose their bankers. After the active control 
and superintendence which has been suggested to 
be given to the Banking Council it is no use discrim- 
inating between country’s banks for this purpose, 
which would .simply create diseoui-aging su.spicion. 
The local bodies should be trusted to possess sufficient 
sense of responsibility to look after the safety of 
their funds. Whenever absolutely necessary the 
Government can mildly give hints alx>ut caution 
which would be quite sufficient. The present method 
of the Government’s distrusting and black-balling all 
excepting one bank is most discouraging to Indian 
banking. Some of the government officers have 
even gone to the extent of forbidding grant-in-aid 
schools,* major portion of whose funds arci private, 
from keeping accounts with joint-stock banks, how- 
soever a respectable position they may have in the 
country’s banking. Against this rigidness compai’e 
the attitude of the Britivsh Government which ptvnnits 
its officers to keep even government funds at their 
disposal in any joint-stock bank, according to 
their discretion. Is this calculated to proinoh; 
banking ? 

Prize Dkawi.vgs 

Thousands and thousands of people are gambling 
at the race-course and* games of chance with a 
view to gain something from nothing or over and 
above their .stakes — or to live a* life of excitement 

* These are oduoatioual institutions organized through private 
effort. They mainly depend upon tlieir own funds and receive 
small annual grant fsom the Government. 
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as some of their votaries are wont to describe. 
Whatever the real motive may be it is easy to see 
that betting or gambling is a great degenerating 
factor |n human morals not unoften involving 
great misery and unliappiness. There are many 
instances in which people have been totally ruined; 
in others, the unfortunate victims have ended their 
penury by suicide. The contagion is rapidly 
spreading to the poorer classes. One often comes 
across the pitiful sight of families faced with starva- 
tion, having nothing to eat nor any money to buy 
eatables with, as the result of the earning members’ 
having lost all their slender weekly wages on the 
race-course or in a gambling den. The losers take 
a solemn vow not to frequent such places nor “ try 
their luck again,” But as soon as the next pay 
day comes the magic of chance lures them -they 
first try to resist the temptation, the resistance 
liecomes feebler and feebler till at last they are 
oveipowered by the hypnotic temptation and the 
.same tale of woe and distress is repeated. Theie 
are legislations trying to restrict or penalise such 
gambles but all the same the “ wheel ” goes round 
and i-ound. Possibly there is something inherent 
in human nature which is fascinated by “ chance 
or, is it because life itself is a “ chance ” that people 
cannot resist to gratify their impulses to try further 
chances ? 

■ Be as it may, it is quite clear that there is a 
strong desire in humanity io gain something from 
nothing. If this wish can be gratified without 
involving any serious consequences, if the attention 
of the people can be turned to some other ways 
which can satisfy this craving without the serious 
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risks at present attending games of chance, a great 
social and economic problem will have been solved. 
And if means could be found to associate habits of 
thrift with the trials at chance, the solution should 
be doubly welcome. The risk of losing all the 
stakes is replaced by certainty of accumulating 
savings, with the chance of an additional prize or 
fortune if the luck favours. This principle has 
been at present confined in its apj)li cation although 
to a small extent, to prize or lottery bonds as ex- 
plained in Chapter XII. But it is capable of 
expansion to the dejxiait accounts also. Let the 
banks so adjust their interest rates and shareholders’ 
profits as to give them a margin of, .say, hah* 
a per cent, on their total deposits. This sum 
could be set apart for distribution as prizfjs by 
drawings to the dciio.sitoi’s who should be allotted 
numbers on a certain basis. It may be nc:cessary 
to allot separate prize amounts to different clas.ses 
of depositors, current, savings and fixed -each 
depositor getting a number of tickets in proportion 
to certain “ units of deposits ” that may be pies- 
cribed. Separate drawings can take place for 
each class of deposits. A depositor does not lose 
anything of his deposit or interest due thereon 
but still stands the chance of winning a substantial 
prize if luck favours him. If he does not win 
a prize he has not lost the stake, nor is he faced 
with destitution as is the clanger in other games of 
chance. With the hope, of winning a jjrize some 
day, or with a view .to increase his chances by 
entitling himself to more tickets, which will depend 

♦Tiiin is only a tentative suggestion. Tho figure may vary 
with clifterent banka. 
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upon his deposit figure, he will have great incaitive 
to save more and more. To show that the amount 
of prizes would not be small we may give a few 
figures. If the total deposits of a bank are Rs. 5 
crores, Rs. 2^ lakhs would be available as total 
prizes. If the total deposits are Rs. 10 crores, 
Rs. 5 lakhs could be distributed as prizes. The 
total bank deposits in India are over Rs. 200 crores 
which could enable distribution of over a crore 
of rupees as prizes. Figures like these are very 
tempting. We feel confident that institution of this 
measure will promote banking habit rapidly. 
Under ordinary circumstances possibility or ap- 
prehension of loss to depositors through the imwise 
act of bank directors might restrict bank deposits ; 
but as the banking activities are suggested to be 
under active State control and the representatives 
of depositors would work on the directorate, such 
chances of loss are greatly mitigated. And the 
desire to save together with a chance of wimiing 
a handsome prize would always impel people to 
entrust their savings, however small, to banks. 

Laws of India should make issue of prize-bonds 
and distribution of prizes to depositors as ex- 
plained above, possible. Human craving will be 
satisfied and at the same time investments and 
saving will be made more attractive. The Banking 
Council should exercise requisite control in this 
respect also and see that the bonks do not unduly 
increase their prize funds. t As in the case of interest, 
the Council should have power *to prescribe the upper 
limit of rate at which the Prize Fimdof a bank should 
be calculated. It should have right to appoint some 
one to superintend drawings, etc., if necessary. 
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Bankers’ Association 

The banks of the country should form an 
association just like the British Bankem’ Associa- 
tion* to consider matters of mutual interest. When 
all other activities find it profitable to join into 
a common body to consolidate and safeguard 
their business there is no reason why banks should 
not associate in the .same manner. We have 
Chambei-s of Commerce, Mill Owners’ Association, 
Insurance Association and so on. If the banks 
join together they can always take concerted action 
for their common good as well as suggest to each 
other how to improve their importance, business 


* Tlieix) are in London at least live organizations that may bo 
clas sed as professional organizations of the Imnking business. These 
aro : (t) Tho British Bankers’ Association — an association of banks 
and not of individuals, whose primarj- object is to provide facilities 
for the discussion of matters of interest to bankers, (ii) The Com- 
mittee of London Clearing Bankers — a committw of banks tJiat aro 
members of tho Clearing House, whose biisinoss is to consider matters 
relating to tho Clearing House and, generally speaking, all questions 
affecting London joint stock- banks. {Hi) Tho British Overseas Banks’ 
Association — All Britisli Banks engaged in overseas banking, 
having an office in London are eligible for membership. Tho 
Association’s objects are to ‘‘further the interests of tho banks com- 
prising tho association, it being undemtood that tho sjxtcial and 
particular local interests of said banks in their respective fields of 
operations are excluded from the scope of the association unless at 
the request of tho banks concerned and with permission of tho 
Gqperal Committee.” {iv) The Institute of Bankers — ^This body 
looks after education in banking subjects, conducts examinations, 
facilitates consideration and discussion of banking matters, takes 
moasuros to promote interests of banking, &c. (v) Tho Bank Officers’ 
Guild — ^This is a trade union of bank clerks. “Among other objects 
it seeks to co-operate with directors in all educational facilities that 
will encourage the higher education of bankmen and produce general 
technical efficiency, and above all, to establish Whitley Council of 
bank employees and bank directors for the discussion of aims, ideals 
and grievances, affecting the staff and tho professton. The Guild 
has a mombeiship of about 30,000, but is not formally recognised 
by the management of banks ” — MiOTV, 



372 . ORGANIZATION OP INDIAN BANKING chap. 

and prosperity. In times of difficulty they can 
club together and devise means how to overcome 
them. If any abnormal situation arises in trade, 
industry, agriculture, labour, etc., they can de- 
termine a common line of attitude or action so 
as to properly control the situation. The Associa- 
tion can make representations to the Banking 
Coimcil, the Government and other public bodies 
whenever deemed necessary for the common good. 
Joint and combined representation has always 
more value and force than individual representation. 
It is true that the Banking Council acts as a co- 
ordinating agency but private co-operation has 
its own meaning and significance. 

It would iKi advisable if there is a bankers’ 
association in (vach province and all the provincial 
associations should be federated under an All-India 
association. All the banks Avorking in a province 
should bt^ eligible for membei'ship under ceitain 
niles and regulations. The provincial associations 
should elect their Federal Board which should 
convene meetings of federated associations say, 
once a year or whenever necessary. 

Institute of Bankers 

f 

Like the Institute of Bankers, Ijondon, there 
should be a similar institute in India. Tlie Indian 
institute should have central office at one place, 

■ say, Bombay, and provincial branches in each of the 
Indian provinces. If necessary, district offices 
could be opened later in important districts where 
banking activities prtwail in a sufficient degree. 
The objects of the institute should be, to promote 
banking knowledge and education both from the 
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theoretical and practical stand-points, to afford 
opportunities for the discussion of matters of 
interest to bankers, to take any measures which 
may be desirable to further the interests of banking, 
etc. Universities and Commercial Colleges do impart 
some amomit of iiseful banking education but as 
they do not possess points of contact with practical 
banking, the education is lacking in ideas of practical 
application. Persorjs engaged in banking should he 
eligible for membership. The institute should arrange 
for banking lectures and examinations and should 
issue diplomas. It should conduct a banking 
journal as well. In view of the increasing great 
importance of foreign languages it is desirable 
tliat the institute should make special arrangements 
for their study, either independently or in collabora- 
tion with other educational institutions. If Indians 
want to do foreign banking and foreign trade 
successfully, knowledge of foreign languages is of 
paramount importance. 

Conclusion 

The pi^ont is the most opportime time to 
take up the task of reconstructing Indian baixking. 
The Currency Commission’s report has again brought 
the problem in the fore-front. The question of 
Reserve Banlc for India, strongly recommended 
by the Commission and reported to be greatly 
favoured by the Government of India and many 
public bodies, is only a part of the bigger question 
of banking reformation.* In our own opinion the 
matter should be taken all together and not piece-meal. 
The foundation of Reser\'e Bank* on right lines may 
induce to some extent increased banking activity 
but it will not be sufficient, to completely solve 
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the problem. Moreover, its constitution and 
working should be determined not in absolute 
isolation but with relation to the whole banking 
system. The whole subject should be collectively 
taken. Let us hope that the Government of the 
country fully responds to the demand for thorough 
investigation in this connection, which is getting 
more and more insistent and acute every day, and 
appoints a competent body to examine the Indian 
banking problem. The Commission or Committee, 
whichever may be formed for the purpose, should 
not hurry over the matter. The examination 
should be minute. If necessary, the examiners 
may imdertake a tour round the world with a view 
to study on the spot other banking systems and 
then determine the scheme of organization for 
this country. The United States of America 
permanently solved her banking and currency 
difficulties by appointing a commissibn which 
was asked to travel over the world and personally 
examine different systems and then submit proposals 
to solve local problems. As already said elsewhere, 
the mport of the Commiasion is a maivellous con- 
tribution to the banking and currency literature of 
the world. If the proposed Indian Banking Enquiry 
Committee contaias proper Indian representa- 
tion and undertakes the work on the same lines 
we are sure their labours would produce an equally 
momentous doeiunent and considerably assist in 
the permanent solution of our banking and ciurency 
requirements. •• 



APPENDIX A 

Remarks on Bill No. 2 of 192? re Reserve Bank of India. 

[The bill was published on the 17th January, 1927, in 
the Gazette of India Extraordinary of the same date.] 

The above bill was published when the book was in print. 
The subject of Central Banking and Reserve Banks has been 
fully dealt with in chapters V and VIII. Appendices C and 
D contain charters of two of the most important central 
Ranks in Europe. It is hoped their reading will enable the 
reader to assess the bill at its proper worth and determine the 
changes which should be introduced before it can satisfy 
Indian requirements. However, to focus the attention we are 
indicating below the main points of the bill which require 
principal consideration. 

It would be better if the constitution of the Itcscrve 
PRELIMINARY deferred till the question of banking 

OBJECTION. organisation and reform is solved. The 
Reserve Bank will beonlyacomjwncnt, albeit 
a very important component, of the banking system and it is 
necessary for satisfactory and ix-rmauent solution that the 
problem should be considered as a whole, at one time, and not 
pejt by part. If subsequent investigations about the banking 
construction show that the constitution of the Reserve Bank 
M now determined, requires changes in certain directions 
it would be difficult, if not impossible, to bring them about. 
The question of compensation to the shareholders and 
many similar obstacles will arise. When the Imperial Bank of 
India was founded in 1921 it was considered as a proper 
advance in banking development, but a few years of experience 
have shown that it does not satisfy a,ll requirements and 
that there should be another central institution. And this 
means compensation to the Imperial Bank shareholders for 
which people will have to pay. Wha knows that after some 
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years of working or when the problem of banking organisation 
is tackled it will not be necessary to alter the constitution 
of the proposed Reserve Bank, so that it may better fulfil its 
mission ? And then the same question of compensation to 
its shareholders would again arise. Moreover, as will be shown 
later, compensation out of all proportion is designed to be given 
to the Imperial Bank, which will be all saved to the govern- 
ment, if the Imperiars agreement is allowed to run for the 
full period. The Reserve Bank is proposed to be brought 
into existence in 1929 and the Imperial Bank’s agreement 
expires early in 1931. Is it not better to defer the measure 
for a small period of two years and save all the immense ad- 
vantages which are being conferred on the Imperial Bank ? 
And further, we can profitably utilise the interval for in- 
vestigating the whole banking problem, giving proper weight 
to each factor and considering each component in relation 
to the others. By rushing through a measure of this magni- 
tude and importance and ignoring other important issues 
wc arc surely paving a way for some defects in the future. 

Subject to the above preliminary objection, the following 
arc some of the main points which should be carefully looked 
into. 

As the bill stands the charter can be renewed, on the 
LEGISLATIVE initial period of 25 years, by 

CONTROL ON Governor-Gcneral-in-Council. This right 

THE BANK’S should be reserved to the central legislature. 
CONSTITUTION, legislature should have a voice in bring- 

ing about changes in the constitution which experience of the 
working of the Reserve Bank may warrant. Further tfic 
legislature should have power to discuss working of the 
bank. Provision should also be made for any amendments 
in the charter, that may be considered necessary hereafter, 
“'‘provided the same are accepted by the majority of share- 
holders and the legislators. 

The bill provides that three-tenths of the capital should 
be ofiered in the first instance to the Imperial 
d?RECTOR^ Bank and that the rest would be offered to the 
public. It is not defined as to who consti* 
tute the public, whether foreigners and non-Indians come 
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under this term, nor is it provided as to who will make allot- 
ment and on what principles. It has been shown in chapter 
VIII why the Imperial Bank should not be shown any pre- 
ference in the matter of capital. It has been also explained 
there why the capital should bo reserved for Indians. The 
charters of the Netherlands Bank, Appendix C, and other 
Central Banks contain the provision that only nationals should 
be the votipg shareholders. Looking, however, to the import- 
ance of English interests in India a portion of capital may 
be allotted to them but the amount should naturally be small 
so as not to give them the controlling hand. A representation 
made by some of the Indian Joint-stock banks to the Govern- 
ment contained a suggestion that the capital should be offered 
to the “scheduled banks.*’ There are twenty six banks 
mentioned in the first schedule of the Bill (which are 
designated as the scheduled banks). Out of these nineteen are 
foreign banks, six Indian Joint-stock banks and the remain- 
ing one is the Imperial Bank. To distribute capital of the 
bank amongst these banks would mean handing of control 
of the bank to the foreign banks, which form overwhelming 
permanent majority. This, as already explained in the 
book, will be suicidal to Indian banidng and economic interests. 
This suggestion about distribution of the cai)ital appears to be 
based on the principles of the Federal Reserve Act. But 
foreign banks working in America are not allowed to parti- 
cipate in the capital of Reserve Banks and therefore the 
suggestion has no support from that direction. Moreover, 
the list of “scheduled banks ” caji be increased or decreased. 
And how would the banks that are “scheduled” hereafter 
get a portion of the capital of the bank ? It would be 
unfair to debar them from participating in the capital simply 
because they did not come under the schedule at the time 
of incorporation of the Reserve Bank. It would not be 
right to submit the non-scheduled banks and the future 
banking concerns in India to the control of the “ scheduled 
banks.” 

An equitable way of distributing capital, and at the same 
time safeguarding national interests would be to divide 
the capital in eight parts : one part to the Imperial Bank, one 
part to the foreign banks, two parte to the Indian Joint-stock 
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banks, including Central Co-operative Banks, and fourparts to 
the Indian public. Basis of allotment in the case of banks 
should be paid-up capital and reserve. Provision should be 
made for increase in capital of the Rt^serve Bank for allotment 
to new Joint-stock banks, Indian owned and Indian managed, 
that may come into existence hereafter. Allotment of sharc>s 
to the public might be based on provincial basis. 

As regards directors there is no objection to the six 
directors referred to in (a), (c) and (d) of clause 9(1) of tho 
bill. As regards tho nine directors referred to at (b), four 
should be elected by the banks referred to above, one for 
each one-eighth part of capital and the remaining five should 
be elected by the ordinary shareholders. Out of the last five 
directors one should be elected to represent business interests 
in Bombay, one to represent business interests in Calcutta and 
the remaining three should represent business interests of 
the rest of British India. All the directors should be Indians 
excepting tho one representing the Foreign Banks, the 
nominee of the Govemor-General-in-Council (vide d) and the 
Governor of the Bank, who may be of any nationality. 

A considerable portion of responsible Indian opinion 
appears to favour creation of a state bank in 
STATE India, without share capital. We have dealt 

BANK. with this problem in the book and shown there 

how dangerous it is to entrust credit and cur- 
rency control to such an institution. The advocates of the 
Indian state bank are of opinion that such dangers can be 
avoided by associating representatives of independent bodies, 
like chambers of commerce &c., with the nominees of thfe 
Government, in the governance of the bank. Such an 
association, to effectively overcome tho dangers inherant 
in a state bank, should naturally contain greater portion of 
indepondent representation i,e. the nominees of the Govern- 
ment should be in minority. But this raises a fundamental 
qut stion, how far should the (government be expected to 
relinquish its authority over the ban£ in favour of outsiders, 
when it is wholly and solely responsible for its working. If 
a Central Bank with preponderance of national capital and 
nalional directorate can be brought about, that would be by 
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far the better proposition. But if our legislators do not 
succeed in establishing such a bank and there is danger of 
the Central Bank being dominated by foreigners, the alter- 
native of a state bank may be accepted and sufficient safe- 
guards prescribed. 

The bills which should be admissible for discounts at 
the bank should bear at least one Indian 

business * 

AND RESPON Similar limitation should apply 

8IBILITIE8, credit policy of the bank in general. 

The business of the bank should be primarily 
to facilitate Indian economic activities. This restriction 
is imposed on every central bank in every country. As the 
readers will have seen even the Bank of England does not 
extend rediscounting facilities to the Indian banks. If 
national considerations do not regulate the credit policy of 
the bank it is feared that the same state of affairs wherein 
non-Indians get a preponderating portion of financial facili- 
ties, as has been the complaint in the case of Presidency 
and Imperial banks, may be repeated. 

Business of the bank should be ordinarily restricted 
to the banks working in India. However, there should 
be emergency provision to permit it to do business w^ith the 
public, if the other banks combine to raise up the price of 
credit to the public or do not ration it properly or do not 
give sufficient business to the Reserve Bank to profitably 
utilise its funds. 

Responsibilities of a special nature, calculated to pro- 
Aotc banking, as referred to in the book, should be imposed. 
Like the Bank of France the Rt^serve Bank should lend 
cheap fmids to the Indian Agricultural Banks. It should 
allow facilities of cheap discounts to the Indian Exchange 
Bank when it comes into being. It should help in making 
popular, bonds of land mo^gage and industrial banks as 
referred to in the book. ^ In times of panic it should try and 
restore confidence in banking institutions by extending all 
reasonable facilities. If any banks whose business is other- 
wise sound are faced with temporary embarrassments the 
Reserve Bank should give them every possible assistance 
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But if some banks are past redemption it should help in 
thoir liquidation or re-organisation as may be considered 
advisable, so as to reduce the inconvenience to the banking 
public to the minimum possible. Provision for these respon- 
sibilities and emergency measures should be now made in 
the charter and not left to the future. When the bank’s 
charter has once received the legislative sanction it will be 
difficult to impose any new obligations. The s^iareholders 
will then refuse to undertake such responsibilities on the 
ground that their acceptance would lower their profits and 
be not in their interests. The only w^ay to overcome such 
an opposition would be to offer some compensation or 
privileges. And how long should India pay uimecessary 
compensations for lack of foresight on the part of people 
responsible for such enactments ? 

Provision should be made for the indianisation of the 
management, if not immediately, at least 
The Deputy Governor should bo 
Indian from the beginning. All Provincial 
Managers at the end of the first fifteen years should be Indians. 
Compctejit foreigners may be engaged on contract service, in 
the initial stages, but future recruitment should be made in 
India and from Indians, Entrance and future promotion 
should not he by favouritism but by competitive anddepart- 
jucntal examinations . 


As explained in the book the bank should 0 ])en at least 
BRANCHES branch in every province. It is not ne- 

cessary to open a branch in London. The 
Imperial Bank’s branch there can easily represent the 
Reserve Bank, and do all its foreign business. 


The Reserve Bank should establish a Banker’s Clearing 
House in each of the Provinces. Its provincial 
ISLEARING branch should be the seat of provincial Clearing 
HOUSES. House, for provincial and inter-provincial 
clearings. 


Tlie bill requires certain banks mentioned in Schedule 
I to mdintaiii a cash balance with the Reserve 
RESERVES Banlt amounting to 7^% of their demand 
deposits and 2J% of their time deposits. 
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As explained later scheduling of banks is injurious to the 
development of banking. It would be better if all the banks 
of the country keep certain cash reserves with the bank but 
the percentages should be reduced to 5 and 2 respectively. No 
further reserves should be required for the purpose 
of clearings. In seeing whether the reserve requirements 
are ol)scrvcd or not, balances of all the branches of a 
bank at all, the branches of the Reserve Rank should be taken 
into calculation. Also inter-bank balances and deposits, and 
deposits against which advances are made, should be exempt 
from reserve requirements, if not wholly, at least to the 
extent of such “ re-deposits ’’ or loans ; i.e. only net balance 
of deposits, after deducting deposits with other banks and 
loans made against deposits, should be liable to casli reserve 
requirements. 

If the Reserve Bank does not establish clearing facilities, 
it will be unjust to compel other banks to keep with it, without 
interest, a portion of their cash, more or less as locked -up 
reserves. Such a course! will appreciably all'eet the credit 
assistance which they extend to commerce and also reduce 
their profits. Cost of every deposit in the books of banka 
will increase in proportion to the percentage rtHjuired to 
be lodged with the Reserve Bank. This tax can be only 
justified if there is compensating gain diu^ to economy in 
the handling of cash which Clearing House System makes 
possible. Unlike other countries payments by banks 
here arc principally made in cash, which requires them to 
keep large amount of cash as till money ; then, they have to 
keep reserves for clearing purposes ; and if on the top of these 
two reserves they are required to maintain an idle reserve 
with the Reserve Bank that would be deliberately and unduly 
retrenching their power of extending credit. Further, if 
the Reserve Bank does not open branches in all the provinces, 
there will be instances where banks will not get equitable 
facilities, whether clearing br credit, at the Reserve Bank. 
For instance, the Punjab National Bank, Ltd. does its 
principal business in the Northern ^ India and its main 
deposits are received in that territory. If it is compelled 
to deposit a reserve at flat percentage of its total deposits 
with the Reserve Bank in Bombay and Calcutta, the reserve 
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will be out of proportion to its clearing requirements in these 
two cities — and further why should cover for deposits taken 
in one part of India be compelled to be kept at such distant 
places ? Nor, will the bank be able to take advantage of the 
credit facilities of the Reserve Bank at these places, to the 
full extent, even if it cared. And again what justification 
there is for transferring money from the Northern India 
for utilisation in the pori towns ? , 

There is no provision for rupee transfers. The Reserve 
RUPEE Bank should take responsibility for telegraphic 
TRANSFERS* between its branches at certain fixed 

rates. The rates are suggested in the book. 
If the bank opens offices in Calcutta, Bombay and Madras as 
at present contemplated, it is not understood how'^ the ex- 
change work will be cheaply carried on. At present the 
[mperial Bank with the help of the system of currency chests 
and their inter-transfers, is able to give cheap facilities in the 


AGENCY 

WORK. 


matter of movement of funds. Will that work oontinue to be 
carried on l>y the Imperial Bank ? It is imperative that the 
Imperial Bank should have no such inonox)oly. The 
responsibility should be undertaken by the Reserve Bank and 
for its satisfactory discharge it is necessary that the Reserve 
Bank should have more branches than at present 
contemplated. 

We have cxifiained in the book why it is extremely un- 
desirable that one single bank should get special 
favour in the matter of agency arrangements. 
If the Imperial Bank is given the monopoly of 
this work that would greatly handicap Indian Joint-stock 
banks. Ordinary Joint-stock banks have done considerable 
amount of spade work for advancing banking in the country, 
in spite of the unequal competition of the spoon-fed Imperial 
Bank. They deserve greater credit and greater 
encouragement. 

The bill does not clearly mention, nor does it give an 
estimate, of the amount of compensation that 
will be paid to the Imperial Bank. Probably 
this is purposely done to hide from the public 
gaze the huge sum that the Imperial Bank 
will get under the provisions of the agreement 


COMPENSA- 
TION TO 
THE IMPE- 
RIAL BANK. 
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referred to in clause 42 of the bill. From calculations made 
it appears that under the proposed arrangement, when only 
three branches will be opened, the amount of total receipts 
and disbursements w'bich the Imperial Bank will handle 
will be nearly Rs. 450 crores. Commission at per cent, 
on the first Rs. 250 crores and percent, on the remaining 
Rs. 200 crores would be nearly Rs. 20 lacs. Interest on the 
free loan of Rs. 3 crores during the first five years even at 
a low rate of 3i per cent, would be Rs. 10 lacs. 

Thus the Imperial Bank will get Rs. 30 lacs a year. 
Even taldng into consideration that the Reserve Bank would 
open more branches in the future, which will decrease the 
amount of receipts and disbursements, and that the amount 
of free loan would gradually decrease, the average compensa- 
tion to the Imperial Bank wmid not be less than Rs. 25 lacs 
a year for 25 years wdiich means a total of Rs. fiJ crores. Is 

it fair that the general revenues because ultimately 

the surplus profits, after paying dividend to the shareholders 
at certain percentage, are payable to the government— — 
should bo defrauded of this huge sum ? If the Imperial Bank 
does not agree to the forms of compensation suggested in 
the book it would be better to allow’^ it to complete its agree- 
ment and establish the Reserve Bank in 1931. The only con- 
cession w^hich the Imperial Bank foregoes by agreeing to 
the withdrawal of the government banking business is the 
loss of an average current account balance of at the most 
Rs. 10 crores for two years, 1929 and 1930. Computing this 
loss in terms of interest at 2 per cent, it comes to Rs. 20 lacs 
afyear for two years. What business principle is it to pay 
Rs. 25 lacs a year for 25 years, besides other advantages, 
when the total loss is not more than Rs. 40 lacs? 

It is not mentioned in the bill whether the money received 
by the Imperial Bank on behalf of the Reserve Bank would 
be immediately passed on to the Reserve Ba-rik, or the Imperial 
Bank wouldkeepit with ilself on account of the Reserve Bank; 
and whether in the former case any exchange or transmission 
charge would be claimed by the Imperial Bank and in the 
latter any interest would be paid to the Reserve Bank on its 
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balances lying with the Imperial. These points should be 
clarified. 

Besides the above compensation the Imperial Bank will 
get Es. 3 lakhs of free loan in respect of each new branch it 
may open. This means Es. 15,000 a year gratis, at the 
average rate of the Imperial Bank’s investment. With 
such a subsidy it will be impossible for other banks to 
tap new avenues or for new banks to coiik' into existence. 
Banks have already met wnth painful experience that when- 
ever they have prepared any territory for banking 
operations and educated the people in banking habits, the 
Imperial Bank has not been slow to invade such fields and 
take advantage of their preparatory work, thus interfering 
with their reaping the fruit of their toil and initial efforts. 
This danger of encroachment will considerably increase if the 
Imperial gets such a substantial subsidy for each nenv office 
that it opens. With the help of such free money the Imperial 
can alTord to reduce* the jn’ice of credit to such a low level so 
as to make advancing by other banks ur remunerative 
and thus drive them out. Banks are not afraid of wholesome 
and equal competition But when competition is financed 
and subsidised nothing can withstand it. The concessions in 
their nakedness mean nothing but that the Imperial Banlv 
alone should constitute the country’s banking system. 

Too much importance is given to the new branches opened 
by the Imperial Bank and the losses whicli have fallen upon 
the bank from such connections. Wk^ have fully discussed 
this question in the book. From analysis and deductions if; 
appears that the net loss from all the new branches, if any, 
is not much. The amount of compensation suggested to be 
given is about one-fifth of the total expenditure of the bank 
^er year. Surely the amount of net loss, if at all any, in 
respect of the new branches, which are mostly small and 
manned by junior officei-s, and many of whom are either self 
supporting or giving good profits, is not so much. Further, 
as suggested in the boo'k the questions whether the Imperial’s 
branches are really working at a loss, and if so, why, should 
be carefully examined. Branch profit and loss as apparently 
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indicated by the branch books is not always the true indica- 
tion, whether it is working at loss or profit there may 

be many factors attributable to it which indirectly help other 
branches and thus increase profit of the institution as a whole. 
When other banks do not find branch banking unprofitable 
on the whole, there is no reason why Imperial Bank should 
so find it. There is no justification for such an agreement 
unless it b^ that the Government wishes to make a free gift 
to the Imperial Bank. As already explained in the ]x)olv 
of all banks, the Imperial Bank us the least d<‘serving of 
such a subsidy. 


Tf the points explained in this Note are observed, there 


SCHEDULED 

BANKS. 


would be no necessity to maintain a schedule 
of banks which will he required to k('ep cash 
reserves at the bank or be entitled to credit lines. 


When branches are op( ned in all the provinces it would be 
possible for all banks to observe the reserve requirements. As 
regards credit facilities the same should be left to the discretion 
and judgment of the bank directors. Differentiation between 
banks as scheduled and ‘‘ non'Scheduled ” would tan- 


tamount to classifying banks as su^)tuior and inferior and it 
is not in the interest of banking development to legally iri- 
troduce any such distinction. 


There are some further points which require attention. 
OTHER however, lx* (‘asily studied l>y refir- 

pOifiTS them to the principles already expouiuh'd 

in the book. In the end, let us hope that the 
constituton of the bank w^hen it finally emerges from the 
Legislative Assembly and the Council of State really bestows 
upon the coimtry that liberalism in finance which the Finance 
Member promised when introducing the measure — real 
liberalism and not the sham fonn of independence which gives 
by one hand and takes, possibly more, by the other. Tf 
^ir Basil Blackett succeeds in giving India a central bank 
whose sole object would be \o control credit and currency 
in the Indian national interests he will have earned great 
gratitude of the country. 


Note. — This opportunity may be taken to say a few words 
about the modifications intended to be introduced in the 
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Imperial Bank Act of 1920, vidt Bill No. 3 of 1927. Tliere 
does not appear to be any necessity to continue the Act. 
It would be far better to remove it from the Statute Book and 
allow the bank to be reincorporated under the Indian Compa- 
nies Act. Of course, if the Imperial Bank agrees to be the 
Indian Exchange Bank as suggested in the book a suitable 
fresh charter may be framed. But there does not appear to 
be any necessity to continue preference to the Imperial Bank 
by continuing its incorporation under special act of the legis- 
lature or. to involve the legislators into the botheration of 
amending the act for the sake of one private company, when 
common machinery of the Indian Companies Act already 
exists for the purpose. 



APPENDIX B 


NOTE ON CURRENCY 

The word wtiij originally applied to the currency, or 
passing from hand to hand, of money ; but it has now come 
to be applied to the money itself. It covers all forms of 
money, c.gr., gold, silver and copper coins, bank-notes, bills 
of exchange, cheques, etc. Ordinarily, however, it refers 
to “ legal ” money only and when we talk of the currency 
system of a country we mean its monetary system as estab- 
lished by law. It is only in this limited sense that the sub- 
ject is discussed here. 

It is not the intention of this note to enter into a minute 
discourse on the theory and history of money. Many valu- 
able books are written on the subject. Our object is to briefly 
refer to the functions of money, the monetary system of India 
and whether the Indian Currency satisfies the canons of 
stable money. 

Many attempts have been made to give a good ciU-and- 
dried definition of money. One such definition is that 
“ money includes those instruments of exchange which pass 
freely from hand to hand, without reference to the personal 
credit of the parties concerned.” But this is not compre- 
heWve as it omits conceptions of value and storage. Knapp 
deals with money “as a creature of law.” Ordinary man 
in the street knows what money is and therefore without 
attempting to discuss the various definitions given in books 
on Economics we proceed to the functions and basis of money. 

The main functions of nK)ney are — 

{i) It is an instrument of payment or medium of 
exchange . — ^When any one wants to buy any- 
thing he has not to pay directly in commodities, 
as in the old days, but in money. He parts 
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with money when purchasing and gets money 
when" selling. The former barter-transaction is 
replaced by two operations : (a) He sells his 
goods and with the money that ho thus gets, 
(6) he buys his requirements. 

(if) It is a standard or measure of value. — ^Amount that 
has to be paid for any commodity is briefly 
called its value. The value is expressed in 
terms of the monetary unit. In order that 
the unit of money should be able to measure 
value it should itself possess or represent value. 
Further, like other units, e.g., of length, heat, 
etc., the unit of value should .be constant. 

(in) It is a store of value, or a 'medium of savings.—^ 
In order that the exchange operations of selling 
and buying need not necessarily take place at 
the same time it is essential that money taken 
in exchange of goods should be capable of 
storage and available for use at some later 
date, and that its value during the period of 
storag(,‘ should not undergo change. 

(iv) It is an instrument of deferred pay7nents. — ^When- 
ever a contract is made covering a period of 
time, the paynumts relating thereto, are gene- 
rally »spread over ; and tlu' medium of payment, 
specified in the contract, should be such that 
it does not change in valiu' during the period 
payments are postponed. « 

A unit of money should perform all the above functions. 
Because it has value it must be represented by some commo- 
dity. The commodity should be such that its value does 
not undergo change in terms of other commodities, whose 
value it will have to measure,^ nor by lapse of time. Our 
other units, e.g., of measurement, \^eight, etc., always remain 
constant and therefore our unit of money should also possess 
that virtue of constancy. Further, the material of money 
should possess features of portability, indestructibility, 
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homogeneity, divisibility and cognizability — ordinary books 
on Economics will show why these characteristics are neces- 
sary. 

The monetary history of the world records various ex- 
periments that have been made in selecting commodities 
that would possess all the peculiarities referred to above, 
but unfortunately nothing has been hit upon so far which 
will satisfy all the conditions fully. There is no absolute 
measure of value* as there is, for example, of length. A foot 
is a constant measure of length but the commodity which 
represents money can never be an unvarying measure of the 
relations existing between it and other commodities, which 
are always changing relatively to each other. The value of 
article chosen as standard of value may itself change by 
causes affecting it (c.f. how the discovery of new silver mines 
in the nineteenth century considerably lowered its value), 
and the value of other articles (which are compared to the 
standard), can be changed by causes affecting them and the 
material of money. The value of the monetary unit can 
remain constant in terms of all other commodities only if 
its material alters exactly and in a compensating dirt^clion 
with all other commodities. It is impossible to conceive of 
such a substance. 

In the absence* of there b(*ing any commodity which 
completely satisfies the tests imposed on })erfcct money, 
the problem has been to find the next l)cst tiung. PVom very 
early days gold and silver have been select(‘d as satisfying, 
as approximately as possible, the requisite conditions. To 
fswjilitate the currency of money governments have taken 
upon themselves the task of introducing in circulation minted 
coins, which bear certificate upon their face about the quantity 
and fineness of the composhig metal. 

Metallic money of a country is usually of two kinds : 
standard and subsidiary or, token. The former is used for 
large payments and the latter for small transactions. Limits 
are usually prescribed on the amounts which can be paid in 
token currency. The value of units of principal money, both 
as coin and bullion, is usually -the same ; in fact people can 
take any quantity of the metal to the mint and get it coined 
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on payment of a small charge. But in the case of token 
coins, their value as money is much more than their bullion 
value and for this reason their creation is the monopoly of the 
State. 

When both gold and silver are basis of money and there 
aixi no restrictions on their coinage it will be easily seen that 
there will be two sets of prices, gold and silver prices of com- 
modities, and that any change in their relative value will affect 
the two sets of prices. History of money shows that dis- 
turbances of this nature finally led to the adoption of the 
monometallic principle in currency. 

If there are two countries in trade relationship they*will 
find mutual dealings smooth and easy if the bases of their 
currencies are same ; otherwise variation in the relative value 
of their bases would affect relative prices of their commo- 
dities, e.g.i if the monetary system of a country (A) is based 
on gold and the monetary system of another country, (B) is 
based on silver and the value of silver in terms of gold drops, 
assuming other factors to remain constant, the prices ruling 
in (A), which are based on gold currency, will rise relatively 
to silver, i.e., in terms of the money of (B) ; and the prices in 
(B) which are based on silver currency, will drop relatively 
to gold, i.e., in terms of the money of (A). Thus peo^de of 
(B) will find it more costly to import goods from (A) but the 
people of (A) will find it cheaper to import goods from (B). 
The converse would be the case if price of silver rose in terms 
of gold. Of course, ultimately the relative prices of the 
two countries would be readjusted but the immediate dis- 
turbance would be there. Frequent trade fluctuations due 
to varying basis of currency imits ultimately resulted in the 
adoption of gold as the basis of currency. And to-day the 
yellow metal is recognised by all the civilised countries of the 
world as the most suitable material to serve as the basis. 
Any country that has its currency based on any other metal 
will be subjected to trade disturbances due to variations in 
relative prices consequent upon ^uctuations in the value of 
its monetary unit in terms of the gold standard currencies. 

In course of time there came into existence paper money. 
This money represents promise of the issuing authority to 
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deliver stated amount of metallic money on demand. It 
is necessary that the authority taking responsibility for the 
issue of paper currency should keep sufficient reserves so as 
to be able to meet all demand for conversion of notes into 
specie otherwise the notes will drop in value and the public 
will lose confidence in its solvency. And if the issuing autho- 
rity has intentionally tampered with the reserves, it will be 
acctised o^ bad faith and dishonesty to the public. If the 
promise to redeem is upheld, the paper money retains same 
value as the metallic money but when the authority fails 
to abide by the obligation, paper money is depreciated in 
terms of the metallic money, the extent of depreciation de- 
pending upon individual circumstances. The depreciation 
in the case of French paper money is nearly 87i per cent., (e.g., 
Francs 200=£1, agaijist par exchange of Francs 25*2215==£1). 
The depreciation in the case of German paper currency was 
tremendous and ultimately a billion paper marks were equi- 
valent to a gold mark, ^eii paper money is not redeemed 
in metal and if the laws of the country impose an obligation 
to accept both pap(T and metallic moneys at the same value, 
Gresham’s Law conies into operation and good (fe., metallic) 
money is driven out by bad (i.c., paper) money, the latter being 
.only visible in (3irculation. Further, as paper money has 
no intrinsic value persons not under the legal power of the 
issuing authority caimot be compelled to accept it in payment 
of their dues. It is of coume another thing that on account 
of the unimpeachable respectability of and confidence in the 
issuing authority, its paper currency may command accep- 
tance in territories not under its legal or political influence, 
.»but it is not legal tender for such people. It is therefore 
of paramount importance that the currency authority 
should keep sufficient reserves against paper currency 
so as not to endanger its value, whether internally or 
externally. It is not necessary that for every unit 
of paper money there should be corresponding increase in 
the metallic reserve. Experience has demonstrated that if 
the metallic portion is about 40 per cent, of the notes 
issued, value of notes can bo easily maintained. 

Other 60 per cent, of the reserve consists of ‘^obliga- 
tions to pay ” the Government /and or of the mercantile 



392 ORGANIZATION OF INDIAN BANKING 




community; is based on credit. If large payments are 
to be made to settle the balance due in respect of foreign 
trade, wliich will naturally be made in metallic money 
and thus affect the ratio of metallic money and metallic 
reserves to the total currency, the machinery of the Bank 
rate, as explained in the book, is j)ut in operation which 
ultimately restores the equilibrium. It is a sound principle that 
the portion of currency against “ credits should J)e reduced 
proportionately to the depletion of specie reserves , and the 
corresponding credits called back, i.e., there should be contrac- 
tion in credit and currency. Unless there is a national calamity 
ordinary payments in respect of international balance of 
account would not be so much as to endanger the reserves ; 
and even if there is abnormal situation due to imports being 
more than exports, the raising of Bank rate, with the con- 
sequent effect on relative prices would soon rectify the situa- 
tion. 

Legal tender currency of a country is that portion of its 
currency which by law can b(^ teiidcred in payment. Therc‘ 
is also another kind of money, viz, chequers, bills, etc. (it would 
be better to call it as orders to money), which although not 
legal tender is accej)ted in settlement of dues. Acceptance 
of such money is of course provisional and subject to the 
“orders” being honoured in due course. It thus rests on 
credit also. In the modern economic society such “ credit 
money ” plays an important part. The basis of the whole 
volume of currency, both legal and non-legal tender, is of ctjurse, 
the same medal, viz., gold. And because credit and currency 
are so intermingled final control over them is entrusted to a 
single authority, usually the bank of issue. 

It is an economic law' that the value of a commodity 
varies inversely to its supply or quantity, unless 
t^ere is compensating variation in its demand. The 
same principle applies to money. Other factors re- 
maining constant, value of mbnetary unit, in terms 
of commodities increases if the volume of currency decrea- 
ses, demand remaining constant i. e. pri( es fall ; but if 
the demand also decreases proportionately, there may be no 
change in its value. Similarly the convene will be the 
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case if the volume inci'eases. With the help of the x^aper 
portion of currency, a portion of whose reserve consists of 
short term commercial assets (see Chapte^r on Central Bank), 
which should rise and fall according as there is increase or 
decrease in the commercial activity, the ultimate volume 
can be regulated so as always to correspond to the intensity 
of demand for money and thus the value of monetary unit 
can be kept steady. Individual values of commodities may 
undergo changes hnt in that case the changes will not be 
attributable to the change in the value of money but to 
circumstances affecting the commodities themselves. 

, If the currency of a country has no stable value in terms 
of gold it is evident that people will begin to accumulate their 
savings in gold or gold coins ; or keep their savings in other 
•countries where cuiTency and gold are interchangeable at fixed 
ratio. Of course for their business purposes people will keep 
as much money as they need in circulation, but their all reserves 
and surpluses will consist of stable values. Such circum- 
stances do not conduce to the increase in the bank deposits 
of the country. WheJi the German currency was depreciating 
the Germans tried to convert their money in sterling and 
dollars and kept their accounts with the English and American 
liaiiks. The stability of value of currency in relation to gold 
is thus of great importance for the increase in bank dejK^sits 
and bank accounts. 

Having briefly discussed the theory of money our next 
task is to describe the Indian Currency system. Bcforci 181)^> 
liadia had silver currency — rupees and notes. People had 
gyeat liking for gold but never was any serious attemx>t 
made to introduce gold currency. All transactions were in 
terms of silver rupees. Minting of silver was open to the public. 
The bullion and face -value of the rupee was the same. 

On the adoption of gold standard by important countries 
of the world, value of silver^ dej)reciated considerably which 
greatly disturbed exchange value of rupee in terms of the gold 
standard currencies. And as India had trade relationship 
with those coimtries and its financial comiection with England 
was more or less intimate, the fluctuations in exchange led to 
disturbances in India’s foreign trg^de and foreign finances. 
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To avoid such embarrassing fluctuations Herschcll Committee 
was appointed in 1893 to consider the question of the rupee. 
It recommended closing of mints to free coinage of silver. 
Henceforward the Government only was to coin silver rupees 
and to control the volume of silver rupees and notes in cir- 
culation. Value of rupee appreciated and it was worth more 
than its bullion contents. By 1898 the exchange touched 
la. 4^. Rupee no longer repi*evsented merely valup of certain 
quantity of silver (one tola or 180 grains,^ |*Jth fine) ; but 
it had assumed a distinct value of its own and was equivalent 
to 7'53344 grains of gold. Although the Government of India 
did not undertake any obligation to give gold against rupees, 
yet it accepted the converse arrangement of giving Rs. 15 for 
every sovereign. 

The position was again examined in 1898 by the Fowler 
Committee. It recommended : (i) Indian mints should con- 
tinue closed to the free coinage of silver but the coinage of 
gold should be open to the public ; (it) Sovereigns should be 
made legal tender and current coin ; (Hi) Rs. 15 should be 
equal to a sovereign; (iv) Profits on the coinage of silver should 
be taken to a special reserve. Thus the Committee definitely 
recommended establishment of gold standard and introduction 
of gold currency in circulation. The recommendations were 
accepted both by the Secretary of State and the Government 
of India. However, in course of time proposal to introduce 
gold into circulation did not materialise and “ the currency 
system developed on lines different from those foreseen in 1898. 
Apart from small change, the internal tjurrency consisted 
almost entirely of tokens, one printed oJi silver, the rupee, and 
the other on paper, the currency note.” The value of tokeiis 
was artificially maintained at U*. 4d. gold (gold and sterling 
were equivalent in those days), and the following devices 
helped to keep up the value : 

(i) The Government was bound to give Rs. 15 for every 
sovereign. Whenever there was need for more 
currency people could import sovereigns and 
get then\ exchanged in rupees. 

(h) The Secretary of State sold bills on India, without 
limit of amount, at the rate of one rupee for 
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1^. 4Jrf. Foreigners who wanted to remit rupees 
to India used to buy such bills on tendering 
equivalent sterling. Of course, whenever there 
was not much demand for rup<5es the rate was 
lowered and in practice no such bills were sold 
at a rate lower than Is. 

(Hi) Whenever due to adverse balance of trade India 
* was required to exx)ort money and because rupee 
could be only accepted at its bullion value by 
the outside world, which was less than its face- 
value, the Grovernment of India sold drafts on 
, the Secretary of State at a rate slightly less 

than Is. Theie was no obligation on 

the part of the government to do so though in 
practice they tried to have recourse to this when- 
ever gold v-alue of i*upee tended to be divorced 
from it. 

. Obligation (i) was of course recognised by law, and obliga- 
tion (n’) was a necessary corollary to (i)- Obligation (in) was 
not imposed by law though observed in practice. 

Whenever there was demand for silver rupees the govern- 
ment would import silver, turn it into rupee coins and the 
profit from coinage was kept in a reserve knowui as the Gold 
Standard Reserve. If notes were needed, the currency 
reserve was strengthened to that extent. The location 
of these reserves was not fixed at any one place. The re- 
serves could be kept at any place in India and/or England. 
And it was this facility of unfixed location which enabled 
» operations of the nature (n) and (Hi) referred to in the last 
paragraph. Whenever there was demand for rupee currency 
and the Secretary of State sold bills on India, all that was 
to be done was to create or manufacture, so to say, currency 
notes in India, with which, to honour the bills, strengthening 
the currency reserve by the addition of the proceeds of the 
bills. Such addition yras of course made in the portion of 
reserve located in England. Similarly when the Government 
of India sold drafts on London, the ‘payment in London was 
made from the reserves locat)ed there, the equivalent amount 
of notes, received as price for the sale of drafts, being can- 
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colled in India. If at any time the amount in the currency 
reserve in England did not happen to be suflScient to honour 
the drawings of the Government of India, sufficient amount 
was transferred to it from the Gold Standard Reserve held 
in England, the corresponding adjustment in the reserves 
being made in India. 

We have said the rupee was for practical purposes 
equivalent to I 5 . 4d. gold. The question ^ may be asked 
why the government charged 1^. 4|d. when selling rupee 
transfers and gave only Is. 3|d. when selling sterling drafts. 
The variation of J from the par represents the cost of trans- 
mission which people would incur if they actually transferred 
gold sovereigns or gold bullion. The upper and lower limits 
on the sterling or gold value of the rupee are known as gold 
points. Ordinarily the value of rupee fluctuated between 
those two points the actual rate depending upon the actual 
trade position of India with the outside world. When the 
rate t/cnded towards the upper limit it meant that India 
was creditor country and money iriust come in ; but when 
the rate approached the low^er limit it signified that India 
was debtor in the international market and money must 
go out. 

The currency system working on the above princi])les 
is said to be based on the Gold Exchange Standard. 

The maintenance of the value of rupee within the limits 
given above depended on two factors : (i) Value of silver 
contained in the rupee should not be worth more than its 
value as coin, i.e, not more than Is. 4d. gold. When silver* 
became dearer than this the Gresham’s Law would come 
in operation and silver rupees would disappear or be sold 
as bullion ; (w) Demand for export of money from India 
should not be more than the amount of currency and gold 
standard reserves in England ; or if the reserves were less 
than the demand, the government sjiould be able to raise 
enough foreign loans to meet such demand. If neither of 
these were possible the 'government’s drawings on England 
could not be met and the value of rupee would naturally 
depreciate. 
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The ciirrencj^ system of India was one sided : although 
the government gave Es. 15 for every sovereign it did not 
undertake any obligation to give sovereigns for rupees. And 
though in practice it did try to do so still the defective law' 
was there— the law which could defraud holders of Indian 
Currency by refusing to give them the same amount of gold 
which had been taken from them when issuing ruj)ces. 

The problem of Indian Currency was referred to the 
Chamberlin Commission in 1913 to inquire among other 
things whether the then existing practice in currency was 
(‘oudueive to the interests of India. The Commission re- 
cqmmended that the Gold Exchange Standard had worked 
satisfactorily, that the Gold Standard based on gold circula- 
tion was neither required nor necessary, that the government 
should contiiuio to aim at giving the people the form of 
currency which they demanded, whether rupees, notes or 
gold, and that thorough and adequate reserves of gold and 
sterling should be maintained to support the exchange value 
of rupee. Owing to the outbreak of the War no action was 
taken on the Commission’s report. 

“ The War of 1914-18 put the currency system of India 
to a severe test. The price of silver ros(' to un})recedented 
heights and the material of the silver token becamf) worth 
more than its face-value. The government found it difficult 
to continue their obligation of issuing rux)ees at the long- 
established rate. There was great demand for Indian ex- 
ports, and there were exceptional disbursements to be made 
on behalf of the British Government. Internal Currency 
,had to be in some way provided, and it could no longer be 
provided in the old forms. Confronted with these diflSculties, 
the authorities allowed the rupee, so long anchored at U. 4ef., 
to break loose from its moorings and follow the course of 
silver prices. The rate of exchange accordingly rose rapidly 
mitil it reached 25. 4(i. (sterling) in December, 1919.” * 

The Babington ^itfi Committee was appointed in 
May, 1919, when the rate was Is, Sd., to examine again the 
question of Indian Currency. The Committee recommended 


* Omrenev f!oin mission Honor*. 192f>. 
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that the value of rupee should be fixed at 2s. gold, and to 
keep up the value, the Government of India should be free 
to sell transfers on London at that rate. The government 
accepted the recommendations and sovereign was made 
equivalent to Rs. 10, i.e., rupee became equal to 11*30016 grains 
of fine gold. 

At this time, February, 1920, large demand arose for 
transfers on London and the government in teims of the 
recommendations of the Babington Smith * Committee sold 
transfers on London at the new exchange rate. And because 
the gold value of sterling was widely fluctuating, the rupee 
sterling exchange followed the same, which thus varied 
from 2s. 3|?d. to 2s. I0%ld. The attempt to maintain rupee 
at 2s. gold failed whereupon in June, 1920, steps w-ere taken 
to keep it at 2s. sterling. The latter attempt also failed 
and was abandoned on the 28th September, 1920, These 
attempts, of course, involved the country in great losses. 
Reserves which had been built at 'is. id. were squandered 
at over 2^f.,i.c*, the amount of sterling which had been originally 
received for two rupees was roughly handed back in exchange 
of only one rupee. The exchange continued to fall heavily 
and in early part of 1921 it was quoted at Is. 3d. sterling 
or 1$. gold. By January, 1923, the tide of exchange turned 
upwards and it recovered to 1^. id. sterling. The upward 
tendency continued till in October, 1924, the rate was Is. 6d. 
sterling or l6‘. id. gold. The government freely purchased 
sterling at this rate and the upward movement was arrested. 
Sterling regained its parity with gold in the middle of 1925 
which improved the value of i*upee to 16*. fid. gold, at which 
level it remains to-day. 

We may mention here that a portion of Indian public 
opinion was vehemently opposed to the government’s 
exchange policy during the period of the War and afterwards. 
As soon as price of silver began to rise so as to appreciate 
rupee more than its face-value, some qf the Indian economists 
suggested that fineness of silver in the rupee should be re- 
duced. There was no objection to it because the rupee was 
only a token coin. It had been always regarded as represent- 
ing a certain quantity of gold and not as q piece of silver of 
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certain weight and fineness. The Indian member on the 
Babington Smith Committee, Sir D. Dalai, strongly advocated 
this course. He was of opinion that the rise in the price of 
silver was only temporary and would not be permanently 
maintained ; and further, that appreciating rupee to such an 
extent would upset financial arrangements and might ulti- 
mately lead to great monetary disturbances, owing to the 
inability of the government to keep up the ratio. Subse- 
quent events have proved that his diagnosis was correct. 

The wide range of value to wliieh tiie rupee has been 
subjected is given in the exchange chart. To what un- 
certainties have its holders been subjected ! Evidently 
the Indian Currency has not conformed to one of the most 
important canons of stability, in terms of gold — ^tho inter- 
national basis of money ; nor does the law impose^ definite 
obligation upon the currency authority to give a definite 
amount of gold in exchange for the rupee. And unless 
these conditions are provided for our money will always 
remain unstable in terms of the currencies of the civilised 
world and our foreign obligations, foreign fhiancial relations 
and foreign trade will be liable to frequent fluctuations which 
would react upon home economics as well. Such unstable 
currency discourages import of foreign caj)ital ; it discourages 
banking habits and gives impetus to hoarding and fondness 
for gold. 

To revert to the question of the Indian Currency history, 
the subject was again referred to the Hilton Young Com- 
mission whose report was published last August. The 

Commission has made three main recommendations — 

• 

{i) That there should be gold bulhon standard in India. 

The peculiarities of this standard are — 

(а) Basis of currency will be gold, the rupee being 

equivalent to, a certain fixed quantity of gold ; 

(б) The currency # authority will be under legal 

obligation to give rupees against gold at a 
fixed ratio ; 

(c) The currency authority will be bound by 
law to «nve in’exchanee for rnnees at a fixed 
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ratio, gold or its equivalent in currencies 
of other countries, which are based on gold 
and which do not prohibit its export ; 

(d) The rupee will be a token coin and may bo 

printed on silver or paper, its intrinsic value 
being less than its monetary value ; 

(e) Gold currency will not be in circulation nor 

legalised ; 

(/) Value of the rupee in terms of gold will vary 
between the gold points ; 

(Sf) Minimum limits on the quantity of gojd, 
against which rupees are required or which 
is required against rupees, are prescribed. 

(u) The value of rupee shoidd be Is. 6d. gold, i.e., it 
should be equivalent to 8' 4751 2 grains of gold. 

(Hi) The control of credit and currency should be 
vested in one institution, the Re.serv(^ Bank 
of India. 

The gold bullion standard appears to be sound in prin- 
ciple and can be upheld on many grounds. Gold as cover 
for currency should be centralised and not used in a manner 
which would make it scarce at the very time when its f?on- 
servation is most needed. Actual circulation is not necessary 
for maintaining the gold value of money provided obligations 
to give rupees for gold and gold for rupees are irrevocably 
recognised. Moreover, if every country of the world were 
to insist on actual gold circulation there would not be enough 
gold available to satisfy the total demand. All the important 
countries of the world should so organise their currencies 
that the utmost economy in the use of gold is possible, con- 
sistent of course, with stability, and a situation where gold 
boicomes scarce by hoarding, etc., is not normally possible. 

The question of ratio is impoifcant but the expert opinion 
is divided. Some say that complete*, adjustment in prices, 
wages, etc., has not taken place, that the present ratio of 
Is, 6d. is only a temporary phase and that it is maintained 
by artificial and objectionable means. Others are of opinion 
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that the ratio has come to exist and it should be stabilised 
at this figure, otherwise great disturbances would be caused. 
It is difiicult to say whether adjustment of every possible 
kind» to the higher ratio has actually taken place. There 
is no doubt that the 18d. ratio will give a set back to Indian 
exports and manufactures and give an impetus to imports 
and use of foreign articles. Even England experienced the 
same depression in 1925 when due to the restoration of the 
gold standard there was sudden appreciation in the value of 
pound sterling. Also adjustment in wages, specially of govern- 
ment officers, taxes, revenues, etc., is not possible for a long 
time. All contractual obligations will be affected by the higher 
ratio— ^sreditors being benefited to the disadvantage of the 
debtors. It would have been a thousand times better if 
•the government had tried to stabilise exchange at Is. 4d. 
in 1924 when Sir Purshotamdas Thakurdas appealed to the 
legislature and the executive government to do so. The 
ratio 1/4 existed more or less without a break from 1898 to 
1916 and all persons interested in the rupee had assumed 
it as equal to ^ sovereign. In fairness to all it 

would be better to restore it to the same value. The argu- 
ment that 18d, rupee would reduce sterling expenses of India 
a‘nd ease the budget, no doubt true, should not be allowed 
to influence the economic consideration of the question. 
Further, the saving thus made by the government is a form 
of indirect taxation on the people, who get less for their 
products, because when rupee appreciates in value, prices must 
fall. Many are of opinion that it would be impossible to keep 
up the rupee at 18d. One or two bad monsoons w^ould turn 
scales against India in the international balance of trade, 
which would necessitate great demands for gold and that 
might severely strain the currency reserves. Trade currents 
this year show how exports are suffering. Bombay mills are 
finding it cheaper to import foreign cotton which can be 
only accounted for by th^ higher ratio. ♦ 

* Since writing the above the Legislature has passed the Govern - 
ment’a Bill fixing the rupee's value at •18dv gold. The Bill was 
based on the commission’s recommendations. The new Currency 
Act is known as No. 4 of *1927 and came into force on 
1st April 1927. 

20 
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The Currency Commission have also recommended that 
gold savings certificates should be introduced. This will 
be a move in the right direction. People can deposit rupees 
or gold at interest with the option of getting the amount 
at maturity in gold. The present uneconomic habit of 
hoarding, which does not increase the quantity of gold during 
the period it is stored, will be replaced by economic savings 
where increased quantity would be returned at maturity. 

To complete the account of Indian Currency a few words 
remain to be said about the total amount of money in circu- 
lation and the nature and proportion of the reserves. The 
total amount of silver rupees in circulation is about Rs. 350 
crores, against which there is £40 million in the Gold Stand- 
ard Reserve. The composition of the reserve on the 30th 
June 1926, was made up as (*) Cash at short notice, £3,700 ; 
(it) British Treasury Bills, £4,896,761 ; and (in) Other 
British and Dominion Government Securities £35,099,533. 
The amount of currency notes outstanding is about Rs. 186 
crores, and the reserve against it consists of : («) Silver coins, 
77 crores ; (ii) Silver bullion, 7*7 crores ; (m) Gold coin and 
gold bullion, 23*3 crores ; (iv) Rupee securities, 57 crores ; 
and (v) Sterling securities, 21 crores. The Indian Currency 
Act provides that the gold and silvtu metallic reserve should 
not be loss than ,50 per cent, of the total note circulation 
with the proviso that the amount of the fiduciary portion 
should not be more than Rs. 100 crores. Trade bills endorsed 
by the Imperial Bank of India can be accepted as a part 
of the fiduciary reserve to the maximum extent of Rs. 12 
crores. Limitations are also prescribed on the maturity of 
securities and the amount of Indian securities that could 
be held in the reserves. Interest realised on the investment 
portion of the reserves was originally taken to the strengthen- 
fbe reserves but during the last three years it has been 
taken to revenue by sanction of the Legislature. 



APPENDIX C 

CHARTER OP NETHERLANDS BANK 

• [Bank of Issue of Holland] 

Reculations aecontint: to which Oe Nederlandsehe Bank hy virtue 
of the acts of December 22 , 1863, (Staatsbiad No. 148)*', August 7, 
1888, (8taat$hlad No. 122), December 31, 1903, (Staatsbiad No. 
334)* August 3, 1914, (Staatsbiad No. 345), and of duly 25, 1918, 
(Staatsbiad No. 475), is entitled to act as a Bank of Issue, f 


Article 1. 

(1) No Bank of Issue may be established, and no 
foreign Bank of Issue may have its bank-notes brought 
into circulation in this country, otherwise than by virtue 
of a special Act and on the basis and terms laid down in such 
Act. 

• (2) By the term Bank of Issue is to >)e understood 

every institution established for the purpose of issuing or 
bringing bank-notes into circulation. 

Article 2. 

(1) The period for which De Nederlandsehe Bank is 
authorised to act as Bank of Issue by virtue of Article 2 of 
•the Act of December 22, 1863, (Staateblad No. 148), and 
Article 1 of the Act of August 7, 1888, (Staatsbiad No. 122), 
and Article 1 of the Act of December 31, 1903, (Staatsbiad 
No. 335), in connection with Our Dc?eree of February 14, 1917, 
(Staatsbiad No. 216), is to be extended for fifteen years 
dating from the 3l8t of March 1919, therefore to the 31st of 
March 1934 inclusive, gubfect to the stipulations laid down 

* ••Staatsbiad*’ is the name of the official g&nette in which all Acts 
are published. 

t Royal Decree of l^ptexnber 28, 1918, (Staatsbiad No. 553.) 
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in those Acts and in the Act of August 3, 1914 (Staatsblad 
No. 345) in as much as they are not amended by this present 
Act. 


(2) The said period shall be considered to have been 
extended for the space of one year after the expiration of 
this and every other period for which it is extended unless 
wc or the Bank, by giving notice, indicate reluctance to 
have the period extended. This notice ma.y not, however, 
terminate the right to act as a Bank of Issue before the 
expiration of five years, dating from the first day of April 
after the notice has been given. 

Article 3. 

De Nederlandsche Bank is a Naamlooze Vennootschap 
(Limited Company). 


Article 4. 

The Deed of Incorporation of De Nederlandsche Bank 
as a Limited Company shall be based on the stipulations 
of this Act. 


Article 5. 

(1) The seat of De Nederlandsche Bank shall remain 
established at Amsterdam. 

(2) On or before the 1st of January 1865 the Bank 
shall establish a Branch Office at Rotterdam and Agencies 
and Correspondentships at other places. 

(3) Not less than one Agency shall be established in. 
each province. 

(4) The number of Correspondentships shall be deter- 
mined according to requirements. 

' (5) The organisation and the scope of the Branch 

Office and of the Agencies shall be submitted to Our sanc- 
tion. 

Article 6. 

(1) The authorised capita! of De Nederlandsche Bank 
shall be Twenty Million Guilders, fully paid-up. 
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(2) The amount of the capital may be increased by 
law with the approval of the Bank. 

Article 7. 

Only Netherlandera may be voting shareholders. 
Article 8. 

(1) The Bank shall form a Reserve Fund to the sum 
of one quarter pf its authorised capital. 

(2) The Reserve Fund is intended, subject to the provi- 
sions of Clause 2 of Article 31, to make good any losses which 
may be incurred on the capital. 

Article 9. 

(1) With the approval of Our Minister of Finance, 
the Bank is authorised to form special Reserves. 

(2) Every year, when fixing the Balance-Sheet, it will 
bo determined, with the approval of Our Minister of Finance, 
whether the reserves referred to in the preceding clause 
shall be maintained, or partially or entirely added to the 
profits of the year covered by the Balance-Sheet. 

Article 10. 

The Bank is authorised to form a Pension Fund for 
its staff. The means of forming this fund, the x»^^ynients 
into the fund and further rules relating to such fund shall 
be laid down by instructions which are to be submitted to 
Our approval. 

• Article 11. 

(1) The scope of the Bank includes : 

1®. The issue of bank-notes and the sale of assign- 
ations on its ofiBices and of assignations and cheques on its 
correspondents ; 

2®. discounting bills of exchange, assignations 
and promissory notes bearing the signatures of two or more 
persons or firms who are severally liable '/or the whole amount, 
with a currency which is not longer than is required by the 
customs of tracks ; {b) debenture bonds redeemable within 
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six months, accompanied by the full guarantee of the dis- 
counter for the whole amount ; 

3®. the purchase and sale of telegraphic payments, 
cheques, bills of exchange and other commercial paper pay- 
able abroad ; 

4®. advancing loans on securities, goods, warrants, 
coin and bullion and paper of value referred to sub 2® and 
3® ; advancing loans also includes the advapeing in account 
current against surety of securities which may be accepted 
against loans ; 

6®. trading in precious metals, causing same to be 
coined, and the assaying and refining of ores and metals ; 

6®. the keeping of accounts current for its clients, 
including the effecting of orders to transfer (giro), effecting 
clearances with or between other parties and the collection 
of moneys on behalf of its clients ; 

7® . the taking into custody of securities , goods , warrants , 
deeds, valuables and other objects of value upon terms to 
bo published by the Bank. 

(2) The Bank may, with Our approval and after the 
Raad van State (Council of State) has been heard, perform 
in the public interest other transactions than those mentioned 
above sub 1®. to 7®. inclusive. Our Decrees containing the 
approval above described shall be published in the Staatsblad 
and the Staatscourant, 

Article 12. 

(1) The Bank shall not grant to any person whom- 
soever any credit or advance without security ; the terms 
credit or advance without security do not include moneys 
or goods entrusted by the Bank in its own interest to man- 
j^atories who are not in its regular service, or to the Postal 
Cheque and Transfer Service. 

I* 

(2) At a sale under an execution of goods, securities 
or other pledgee placed in the hands of the Bank by way 
of guarantee for obligations towards it, the Bank is autho- 
rised to purchase such goods, securities or such other pledges, 
either partly or entirely, foi:, subsequent realisation. 
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Article 13. 

(1) The Bank is authorised to invest the Reserve Fund 
and one- fifth part of its share capital. 

(2) These investments shall be effected according to 
rules laid down by the combined meeting of the Management 
and Commissaries of the Bank. 

Article 14. 

(1) De Nederlandsche Bank shall continue to be en- 
trusted with the custody, without charge, of the Treasury 
Funds at Amsterdam. 

(2) The Bank shall also undortako frc>e of charge the 
duties and functions of Government Cashier and Paymaster 

’ at Amsterdam, also at Rotterdam and at all places where 
the Bank possesses or will eventually establish Agencies. 

(3) For these services the Bank is responsible to the 
Minister of Finance and accountable to the Algemoene 
Reken kamer (Accountant- General ). 

(4) Should the Minister of Finance consider this neces- 
sary, the Bank shall moreover undertake free of charge the 
’duties of cashier and paymaster to the Post Office Savings 

Bank f)r to any other institutions founded by law^ or by Us, 
and also the custody of all securities belonging to the Govern- 
ment and those institutions and of securities taken in pledge 
by them. 

Article 15. 

• (1) De Nederlandsche Bank shall without charge afford 

its assistance and co-operation for the withdrawal of the 
Government Notes. 

(2) The manner in which the Bank shall execute the 
duties imposed upon it by .this and by the preceding article 
will be determined by Us after obtaining the advice of the 
Management of the Bank. 

Article 16. ' 

(1) As an exception ta the stipulations of Clause 1 of 
Article 12 the Bank is bound,, whenever the Minister of 
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Finance shall deem it necessary to replenish temporarily the 
State Treasury, to advance moneys to the State in account 
current, against sufficient security of Treasury Notes, the 
issue or pledging of which is permitted by law. 

(2) These advances shall be given without interest 
by the Bank but they may not at any time exceed a total 
of fifteen million guilders. 

(3) The obligation to make such advances shall cease : 

1°. if the State should, after the October Ist, 1904, 
resolve to issue Gfovernment Notes ; 

2'". as soon and as long as the metallic surplus of the 
Bank has dropped below ten million guilders. The said 
obligation shall cease whenever the metallic surplus, by 
reason of such advances, falls below the abovementioned 
amount. 

Articlk 17. 

(1) The shape and size of the bank-notes to be issued 
shall be announced to the public by the management of the 
Bank, 

(2) The Bank shall not issue bank-notes for a smaller 
amount than / 10 — (ten guilders). 

Article 18. 

(1) The notes of the Bank arc payable on demand at 
the Head Office, the Branch Office and at the Agencies, 
excepting on the days mentioned in Article 154 of the Com- 
mercial Code. 

(2) The payment at the Agencies may, however, be 
postponed until specie could have been received from the 
Head Office. 

(3) The notes of the Bank are free of stamp duty. 

Article 19. 

(1) In case cS war or danger of war the obligation of 
De Nederlandsche Bank to pay its notes may, by Order in 
Council, be suspended. 
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(2) An Order in Council as referred to in the first clause 
of this Article shall fix the period of such suspension. This 
period may he extended by Us as frequently as this may, 
in Our opinion, be necessary. 

(3) The Order in Council referred to in the first clause 
of this Article will be withdrawn as soon as, in Our opinion, 
the war or danger of war, by reason of which it was pro- 
claimed, has ceased. 

Article 20. 

In deviation from the stipulations of Article 3 of the 
Act of April 26, 1852 (Staatsblad No. 92) amended by the 
Act of June 23, 1893 (Staatsblad No. Ill) the proclamation 
of an Order in Council as referred to in the first clause of 
Article 19 shall be considered to be known throughout the 
whole Kingdom immediately after such proclamation has 
been simultaneously inserted in the Staatscourant (State 
Gazette) and Staatsblad. 

Article 21. 

(1) The holder of a bank-note is exclusively author- 
.ised to claim from the Bank the payment of the sum of money 
stated upon it. 

(2) No compensation need be given by the Bank on 
account of the loss or destruction of bank-notes. 

(3) On suspicion of fraud, or at the request in writing 
of parties concerned, the Bank is at liberty to exact a receipt 
against payment of, and the signing of the bank-notes by 
the person presenting them for pajrment. 

(4) The stipulations of Article 227 — 229 of the Commer- 
cial Code are not applicable to bank-notes. 

AEtlCLB 22. 

(1) The Manageiqent^^of the Bank may, after having 
obtained Our permission to do so, call up holders of notes 
issued by it to present them for paymeii^. 

(2) We shall, when granting such permission, fix the 
period during wMch such presentation must be done. 
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(3) The notice to do bo will be inserted at least once 
in the Netherlands Staatscourant (State Gazette). 

(4) On expiration of the period referred to in Clause 
2 of this Article, the notes mentioned in the notice will be 
exclusively paid by the Head Office of the Bank after examin- 
ation has shown that the application for payment must be 
complied with. 

(5) Ten years after the expiration of the period already 
referred to, the amount of the notes called up but which 
have not been presented for payment shall be added to the 
profit of the current year. Any notes presented for payment 
subsequently shall, after examination as mentioned in the 
preceding clause, be paid and debited to the Profit and Loss 
Account. 

(6) Should the Bank, before the expiration of the 
period of ten years referred to in the preceding clause, have 
lost the right to act as a bank of issue, the amount referred 
to in the preceding clause shall be divided between the Bank 
and the State in the same proportion as would have been 
done if such amount had been added to the profit of the last 
financial year for which the Bank was authorised to act as a 
bank of issue. Any notes presented for payment after such 
division shall, after examination as mentioned in Clause 4, 
be paid by the State. 

(7) After the expiry of thirty years after the termi- 
nation of the period mentioned in the second clatise of this 
Article, the right to demand payment of the notes called up 
will lapse. 


Article 23 . 

The proportion of the total amount of bank-notes, 
bank-assignations and balances of accounts current which 
must be covered by coin or bullion rhall be laid down in a 
Royal Decree to be passed at the recommendation of the 
Management of tfie Bank. This Decree will be published in 
the Staatsblad and, if necessary, will be changed from time 
to time. 
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Article 24. 

(1) The Management of the Bank shall consist of a 
President, a Secretary, and not less than two Directors. 

(2) The number of Directors will be fixed by the com- 
bined meeting of the Management and Commissaries. 

Article 25. 

(1) The President and the Secretary shall be appointed 
by Us, for a term of seven years at each appointment. In 
a combined meeting of the Management and of the Commis- 
saries a nomination list containing two names for each 
appointment shall be prepared and submitted to Us for such 
consideration as may seem desirable to Us. 

(2) The Directors shall be appointed by the voting 
shareholders for a term of five years at each appointment, 
from a nomination list of three persons prepared by the 
Management and the Commissaries in a combined meeting. 

(3) All the members of the Management are eligible 
for immediate re-election on their resignation. 

(4) At the proposal of a combined meeting of the 
Management and Commissaries both the President and the 
Secretary may be suspended or dismissed from their office 
by Us. If suspension is proposed, a proposal will at the same 
time be made with regard to the temporary filling of the 
vacancy. 

(5) Upon a similar proposal the other members of the 
Management may also be dismissed by the voting share- 
ftolders. 

Article 26. 

The combined meeting of the Management and the 
Commissaries may appoint Peputy Directors for such term 
and under such regulations and conditions as may be laid 
down by the meeting %t t&eir appointment. 

Article 27. • -- ^ 

(1) Side by side with the Management there will be 
an Advisory Committee consisting of five persons. 
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(2) The voting shareholders shall elect the members 
of this committee from a nomination of two persons for 
each vacancy. The Board of Commissaries shall prepare 
this nomination. The members of the Committee shall each 
sit in this committee for five years in succession. After this 
period they are not eligible for immediate re-election^ 

(3) The members of this committee shall, for the first 
time, sit for a period of one, two, three, four and five years 
respectively. They are not eligible for immediate re-election. 
The year in which these members are to resign in order of 
rotation shall be determined by drawing lots. 

(4) On a vacancy occurring in the interval, the Board 
of Commissaries shall temporarily appoint a new member 
to fill the vacancy. The member thus appointed shall sit 
until the next ordinary general meeting of shareholders, who 
may confirm the appointment or not. 

(5) On a vacancy occurring in the interval the newly 
appointed member shall, as regards his term of office, take 
the place of the member in whose stead he has been appointed. 

(6) The members of the Committee may also be members 
of the Board of Commissaries. 

(7) The Committee shall meet with the Management 
at fixed periods and shall be consulted by the Management 
concerning important matters, all of which shall be done 
according to instructions laid down by the combined meeting 
of the Management and the Commissaries. These instruc- 
tions shall be submitted to Our approval. 

(8) Should the Management differ in opinion from the 
, Committee concerning the important matters referred to in 

the preceding clause, they shall immediately communicate 
such difference to the Board of Commissaries. 

^ . . Abticlb 28. 

There shall be not less than fifteen Commissaries. They 
shall be elected by the voting shareholders. 



c. 


NETHERLANDS BANK 


m 


Article 29. 

(1) Supervision of the transactions of the Bank on 
behalf of the Government will be exercised by a Royal 
Commissioner to be appointed and dismissed by Us. 

(2) The Royal Commissioner shall have the right to 
attend all meetings of Shareholders and of Commissaries and 
to return 8jja advisory vote at such meetings. 

(3) The Ma*hagement of the Bank is bound to furnish 
the Royal Commissioner at his request with all .the infor- 
mation he may deem necessary to the proper exercise of his 
supervision. 

(4) Any further instructions for the Royal Commis- 
sioner shall be laid down by Us by decree. 

(5) His remuneration shall be paid by the State. 

Article 30. 

The Management of De Nederlandsche Bank shall 
publish once a week, by insertion in the Netherlands 
Staatscourant (State Gazette) a concise bank return in a 
form to be sanctioned by Us. 

Article 31 . 

(1) The profits of the Bank shall be exclusively to its 
benefit to the amount of three and a half per cent, of its 
authorised capital. 

(2) Should in any year the profits be less than three 
§.nd a half per cent, of the said capital, the deficit shall be 
furnished from the Reserve Fund, jirovided that this fund 
does not fall below fifteen per cent, of the authorised capital. 

(3) Should the profits exceed 3J cent, of the authorised 
capital, ten per cent, of, the surplus will first be laid 
aside to the Reserve Fund until it has reached the 
amount stipulated in Article 8. Three per cent, of the 
remainder shall be paid as bonus to the Management, 
Advisory Committee, and Commissaries. If the Manage- 
ment consists of more than fpur members, the payment just 
referred to will betSJ per cent, of \he remainder. Of what then 
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remains the Bank will receive one -forth and the State three- 
fourths until the profit share of the Bank, besides the pres- 
cribed addition to the Reserve Fund, and the bonuses paid, 
amounts to seven per cent, of the authorised capital. Of 
the profit then remaining the Bank shall receive one-eighth 
and the State seven-eighths. 

(4) As basis for the distribution of the profits will be 
taken the annual Balance-Sheet of the Bank as ’determined 
by its Commissaries, if it is in accordance ’with the stipula- 
tions of the law and with those of the Statutes of the Bank. 

(5) Differences of opinion avS to whether the Balance- 
Sheet is in accordance with those stipulations shall be finally 
determined by thi*ee arbitrators. One of these arbitrators 
shall be elected by the Minister of Finance, one by the 
Management of the Bank, and the third is to be appointed 
by the Tribunal at Amsterdam. No shareholder of the 
Bank may be elected or appointed to such function. 

(fi) The share of the State in the profits of the Bank 
will cease to be paid if : 

1°. any other body besides De Nedeiiandsche Bank 
should be permitted to issue bank-notes and bring them 
into circulation ; 

2°. the State should resolve to issue Government Notes 
after the 1st of October 1904. 

Akticle 32. 

The interest on the investments mentioned in Article 13 
shall be included in the profits of the Bank. Any rise or 
fall in the value of the possessions obtained by that invest- 
ment shall be credited or charged to the Reserve Fund. 

Regulations relating to the period of transition. 

r 

Aeticlk 33* 

If, at the ejE^atiou of the term for which Article 2 of 
this Act entitles De Nederlandsche Bank to act as a Bank 
of Issue, the obli^tory Reserve Fund should prove to be more 
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than it was on the 31st of March 1889 as shown by the 
Balance-Sheet for the financial year 1888-89, and this term 
should not be extended, one -half of such excess shall revert 
to the State and the other half shall be for the Bank. 

AnTiciiE 34. 

(1) If, at the expiration of the term referred to in the 
preceding article the right to act as a bank of issue is not 
further granted^ to the Bank, the real property and office 
furniture of the Bank will be valued. This valuation shall 
be performed by three experts, one of whom is to be appointed 
by Our Minister of Finance, one by the Management of the 
Bank, and one by the Tribunal at Amsterdam. 

(2) A balance to the good or a deficit, resulting from 
the valuation described in the preceding clause, as coin pared 
with the balance value, will be credited or charged to the 
profit and loss account of the last financial year during which 
the Bank may act as a bank of issue. 

Concluding Regulations. 

Article 35. 

. The Statutes of De Nederlandsche Bank shall, subject 
to Our approval, be amended to conform with the stipu- 
lations of this Act. 


Article 30. 

The whole, of the foregoing regulations may be referred 
to as the “ Bank Act 1919, ” mentioning the year and number 
of the Staatsblad in which Our Decree was published. 

Article 37. 

This Act shall come into force on the 1st of April 1919. 

Belongs to the Royal Decree of September 28, 1918, 
(Staatsblad No. 553). 

Known to me, 

The M inister of Finance 
. , im VRIES. 



APPENDIX D 

CHARTER OP REICHSBANK 
[Bank of issue of Germany] 

[Note by the Author.— >The law which governed the RelchS- 
hank before 1924 was much different from the present act. Formerly 
Capital of the bank could be only owned by the Germans who further 
had the full control over its affairs. To understand the question 
why foreign control has been imposed or tolerated it would be neces- 
sary to study terms of the peace— the Treaty of Versailles, the poli- 
tical and financial handicaps which it involved, the debacle in Gerpinn 
Currency, etc. The new act is based on the Dawes scheme, recom- 
mended by a committee of experts, under the chairmanship of Charles 
Q. Dawes, appointed by the Reparation Commission. The study 
of the law will, however, show that in spite of such great domination 
of foreign influence over the German finances, it leaves great scope 
for the national control over the credit and currency policy of the 
country.] 

BANK LAW. 

The Reichstag has adopted the following law, which, with the 
assent of the Reichsrat, is hereby promulgated. 

The following provisions shall henceforth apply to the 
legal condition of the Reichsbank which was incorporated 
by the Bank Law of 14th March 1875. 

I.— Privilege of the Reichsbank as to Note Issue. 

§1 

The Reichsbank is a Bank independent of the control 
of the Reich Government and having the character of a 
corporate body whose task it is to regulate the circulation 
of money in the whole area of the Reich, to facilitate the 
clearance of payments and to provide for the utilisation 
of avoidable capital. 

The seat of the Reichsbank is at Berlin. It is entitled 
to maintain everywhere within the area of the Reich Branch 
Establishments (Reiehsbank Head Establishments, Reichs- 
bank Establishments and Reichsbank Supplemental Estab- 
lishments). The Managing Board of the Rejichsbank (Reicbs- 
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bankdirektorium) has to determine these matters as well 
as the organisation of the Branch Establishments, 

§2 

The Reichsbank has for a period of fifty years the ex- 
clusive right to issue bank-notes in Germany. 

The existing rights as to the issue of bank-notes of the 
“ Bayerische Notenbank,’' the “ Wurttemborgische Noten- 
bank,’' the, “ Siiehsisclie Bank ’’ and the “ Badiachc Bank 
remain unalfectvd. The maximum amount, up to which 
the private Note Banks. are authorised to issue Ijank-notes, 
may not in the aggn^gate exceed the amount of 194 million 
Reichsmarks. 

The limit up to wliich any individual Private Note 
Bank may issue bank-notes shall be determined by a special 
iaw which shall also regulate the legal position of these banks 
in other respects. 

The “ Rentenbank may not increase the (aggregate) 
amount of the ‘‘ Rentenbank Certificates ’’ issued by it. 

The right of the “Gold Discount Bank ” to issue notes 
is rescinded. The notes in circulation on the coming into 
force of this Law have to be called in and withdrawn. The 
Managing Board of the “ Gold Discount Bank shall frame 
'the detailed rules relating to this matter. 

§3 

The bank-notes shall be expressed in Reichsmarks. 
Bank-notes for amounts of less than ten Reichsmarks may 
only be issued with the asvsent of the Reich Government for 
the pui'pose of satisfying a transitory trade requirement. 

The bank-notes of the Reichsbank are, in addition to the 
Reich gold coins, the only legal tender for an unlimited 
amount in Germany. 

The Reichsbank is bound to call in the whole of its 
notes hitherto in circulation and to exchange them against 
Reichsmark notes. A billi6n marks of the late issue shall 
be replaced by one Reichsmark. The notes which have 
been called in shall be destroyed. The detailed provisions 
as to the calling-in, and as to the periodic* for the delivery 
and cancellation of the old notes, shall be fixed by the Managing 
Board of the Beiebsbank. 

27 
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Foreign bank-notes or other non-interest bearing certi- 
ficates of indebtedness issued to bearer by foreign corporate 
bodies, partnerships or private individuals may not be used 
for payment within the area of the Reich, if they are worded 
as payable in Reich currency either exclusively or concurrently 
with other determinations of value. 

n.-* Capital ol the Reichsbank. 

The Reichsbank has the right to increase its foundation 
capital to 400 million Reichsmarks. The Managing Board 
of the Reichsbank has to take the measures required for 
the increase of capital and more particularly to determine 
the amount of the foundation capital within the said limit, 
provided always the foundation capital so to be determined 
shall not be less than 300 million Reichsmarks. 

The payments of the new shares, not being shares to 
be given in exchange for the existing shares of the Reichsbank 
or for the shares of the “Gold Discount Bank,” shall be 
made exclusively in gold or foreign bills at their current 
gold values. 

New share certificates shall be issued for the whole of the 
foundation capital. The owners of the old share certificates 
shall, in exchange, for the same, receive new share certificates 
in the proportion to be fixed by the Managing Board of the 
Reichsbank, but so that the maximum aggregate nominal 
amount to be attributed to the old shares shall in no case 
exceed one hundred million marks nominal value. 

Each Reichsbank share certificate is of the nominal 
value of 100 Reichsmarks. The certificates are issued in the 
shareholders’ names. 

The particulars as to the fdlrm of the share certificates 
shall be determined by the “ Satzung.” 

The shareholders are not personally responsible for 
the liabilities of the Reichsbank. 
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111. — Organisation of the Reichsbank. 

A. — Administration. 

§6 

The Bank shall be administered by the Managing lk)ard 
of the Reichsbank (Reichsbankdirektorium) which oons-ists 
of a President as Chairman and the required number of 
members, tn particular the Managing Board shall direct 
the policy of the Bank, as to currency, the discounting of 
bills and the granting of credits. 

^The President and the members must be German 
nationals. 

The resolutions of the Managing Board shall be passed 
by simple majority ; in the case of an equality of votes the 
President shall have the easting vote. 

The President shall be elected by the General Board. 
Such election requires a majority of at least nine votes, out 
of which at least six votes must be given by German nationals. 
The Pi-esident shall receive a deed of appointment, which 
has to be signed by the members of the General Board taking 
part in the election as well as by the Reich President. The 
President elected as aforesaid shall be deemed lawfully appoint- 
ed by the delivery of the said deed. 

If the Reich President refuses to sign the deed of appoint- 
ment of the elected person, another election shall take place 
If the Reich President also refuses to sign the appointment 
such other person, a third election shall take place. The 
said third election shall be final and the appointment shall 
be deemed lawful, notwithstanding the absence of the signa- 
ture of the Reich President on the deed of appointment. 

The members of the Managing Board, having been 
approved of by the General l^ard, shall be appointed by the 
President. The approval of the General Board requires the 
same majority as the election of the President. The appoint- 
ment shall be for a term of twelve yeUrsf, subject always to 
the condition that on attainment of the age of G5 years, a 
member shall cease to bold o£^ce. 
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As regards the term of the first appointed members 
of the Managing Board, the following special provision shall 
apply. With the exception of the President, they shall 
be divided into three groups, of which the two first must 
be equal in number and the third group must either be equal 
in number with each of the two first groups, or, if this is 
arithmetically impossible, it may consist of a smaller number, 
but the number must be as near as possible to the number 
of each of the other groups. The first group shall contain 
the youngest members, the third group the oldest members 
and the second group shall embrace the remaining members. 
The members of the first group shall be elected for twelve 
years, the members of the second group for eight years and the 
members of the third group for four years. The agedimit 
of 05 years shall also apply to members elected at the first 
election. 

The term of office of the President is four years. The 
President and the members are eligible for re-election. 

In the case of a new election or of an addition to the 
membership of the Managing Board, the candidate must 
be approved by the Managing Board. 

On important grounds the President or a member of 
the Managing Board can be dismissed at any time without 
prejudice to their contractual rights. The dismissal on 
important grounds can bo given to the President by the 
General Board with the same majority as provided for in 
paragraph 4 above, and to a member of the Managing Board 
likewise by the General Board with the same majority, but 
not without the President’s consent. » 

§7 

The Bank is represented by the Managing Board in all 
judicial and extra-judicial proceedings. The authority of 
the Board in legal transactions is to be verified by an official 
certificate on the part of the ^ Ce|rtificatiTig Official of the 
Managing Board appointed in accordance with §8. 

ft- ' ' 

Any declarations to be made by the Managing Board are 
binding on the Beichsbanh if* made by two members of the 
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Managing Board. The declarations of members may be 
replaced by the declarations of substitutes. Declarations to 
be made by the Directorates of the Reichsbank Head Estab- 
lishments and the Reichsbank Establishments are binding 
on the Reichsbank if made within the ordinary course of 
business of the Branch Establishment concerned in tlic 
matter by both members of the Directorate or by their 
substitutes . • 

The provisions of section 232 (I), clauses 2- and 3 of 
of the German 0>mmercial Code shall be applied maialis 
mutandis. 

* In the case of actions against Reichsbank Head Establish- 
ments and Reichsbank Establishments, having relation to 
the conduct of their business, the Court of the place in which 
the Branch Establishment has its office, has jurisdiction. 

§8 

The President of the Reichsbank Managing Board shall, as 
regards the “ Reichsbank Head Establishments,'’ appoint 
Bank Commissioners and, as regards “ Reichsbank Establish- 
ments,” appoint Bank legal officers whose re>spective spheres 
of action shall bo determined by him. 

The President of the Reichsbank Managing Board has 
power to appoint for the Kciclisbauk as well as for the Braindi 
Establishments Certificating Officers, who must have the 
j^ualiticatioiis required for appointment to a German Judge - 
ship, for being appointed as judges ; they have official seals. 
In the case of Brandi Establishments the Bank Commissioner’s 
tg:id Legal Officers shall as a rule be appointed as Ckr tilicatiug 
Officers. 

The documents drawn up by the Certificating Offi<jers in 
mattei’s concerning the Reichsbank shall have the same 
effect as if they had been drawn up by a Court of Law or by 
a notary. The Certificating Officers have the right in matters 
concerning the ReichshanK to legalise signatures and to 
issue certificates proving the authority of the Reichsbank 
Managing Board and of officials of the' Directorates of the 
Branch Establishments having the statutory power of agency 
for the Reichsbank as regards Icgaji transactions . 
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§9 

The President shall appoint the oiBBicials in accordance with 
the proposals of the Managing Board and determine the 
distribution of their work and duties in respect of the business 
of the Bank. 

The legal positions of the o£Scials of the Bank shall be 
determined by special “regulations relating to officials’’ 
to be issued by the Managing Board. 

The “regulations relating to officials” shall preserve 
for the officials of the Reichsbank the rights of Reich Govern- 
ment Officials and impose upon them the duties of Reich 
Government Officials. Deviations from the Law concerning 
Reich Government Officials are admissable only so far as 
they are required for the maintenance of a well-arranged 
and efficient conduct of the business of the Bank. 

Breaches of duties imposed by the “ regulations relating 
to officials ” shall be dealt with in accordance with a dis- 
ciplinary procedure in accordance with the rules governing 
the penal procedure against Reich Government Officials. 
In these proceedings the Pi*csident of the Reichsbank ex- 
ercises the functions of the Supreme Reich Authority. 

The Bank may appoint employees and woi’kmen by 
tjoiitract ; the rights and duties of such employees and work- 
men are determined by the general legal rules and by tariff 
contracts in force at the date of this Law coming into force. 
On notice to terminate the tariff contract being given, special 
house tariff contracts arc to be entered into by the Reiclisbank. 

§10 

As regards the President and the members of the Managing 
Board the rules relating to shares, intermediate salaries, 
pensions and the allowances to dependents on death to be 
issued by the General Board. ' 

As regards the officials of the Bank the Reichsbank 
Managing Board issues the rules relating to salaries, inter- 
mediate salaries, pensions and the allowances to dependents 
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on death ; these rules are to be based on the principles of 
Reich Law. 

A more favourable determination of the salaries of the 
officials of the Bank in comparison with the salaries of Reich 
Officials is only admissable in so far as such more favourable 
determination is necessary for the maintenance of a well- 
arranged and efficient conduct of the business of the Bank. 

The fegulations relating to the salaries of the Bank 
officials as well as any amendments and additions to the 
.same shall be communicated by the Reichsbank Managing 
Board to the Reich Government before they become operative. 
In the case of any difference of opinion as regards the ad- 
missability (see above under paragraph 3) of the regulations 
of salaries between the Reichsbank Managing Board and 
the Government, the latter may within four weeks after 
having rcjceived such communication, invoke the judgment 
of a Court of Arbitration. 

The Court of Arbitration shall consist of three members. 
Each party shall appoint one memboi* ; the third member, 
who shall be a permanent member and shall preside over 
the Court of Arbitration, shall be chosen by the President 

• of the Reichsgericht out of such suitable persons as arc known 
to be experienced in matters of the kind in question. 

The application for arbitration is to be made to the 
Chairman of the Court of Arbitration. The award of the 
Court of Arbitration shall be binding on the Reich Government 
and on the Reichsbank Managing Board. Pending such 
award the former rules shall remain in force. 

* The provisions contained in the above paragraphs 3 

to 6 shall not affect the power of the Reichsbank in any 
individual case of special services, according to the require- 
ments of the Reichsbank, to make special grants, as long as 
such special grants shall npt in the aggregate exceed 10 per 
cent, of the total amount applied to the remuneration of 
officials. • * 

The persons mentioned in the above paragraphs 1 and 2 
shall have no claims against the Reich arfeing out of their 
contracts of service. 
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B. — Representation of Shareholders. 

§n 

The General Meeting represents the shareholders. Every 
shareholder not being under any legal incapacity, who is 
entered in the registers of the Reichsbank as owner, is en- 
titled to participate in the General Meeting in the manner 
determined by the ‘SSatzung.*’ 

The number of votes to which everyone appearing at the 
General Meeting is entitled is determined by the nominal 
amount of the shares represented by him. Every share 
is entitled to one vote, no person shall be entitled to more 
than three hundred votes. 

Decisions are taken by simple majority. In the case 
of an equality of votes the nominal amount of shares is 
decisive. 


§ 12 

In every year a report as to administration shall be 
presented to the General Meeting. The General Meeting 
shall decide as to the Balance Sheet and as to the distribution 
of profits in accordance with this Law. 

It shall also determine any changes in the “ 8atzung ” 
proposed by the Reichsbank Managing Board and approved 
of by the General Board. 

§ 13 

There shall be formed with the Reichsbank a permanent 
Committee of the Shareholders (Central Committee) whose 
consultative opinion the Managing Board may obtain/ 
if they think fit. The members of this Committee shall be 
elected by the General Meeting of the shareholders on the 
proposal of the Managing Board from among German share* 
r holders representing the banks, agriculture, commerce, 
industry, handicrafts and labour. 

I 

The “Satzung” shall pi*escribe ■ the rights and duties 
of such a Central Committee. 

There shall be elected Deputies of the Central Committee 
for the purpose of consultation of the Reichsbank Managing 
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Board in special matters , who may be invited to the meetings 
of the Managing Board upon the consideration of such matters. 
The “ Satzung ” shall prescribe the rights and duties of such 
Deputies. 

In the same manner there shall be formed Local Com- 
mittees of the greater independent Branch Establishments 
of the Reichsbank, from among whom Local Deputies shall 
be elected.* The “ Satzung ” shall prescribe the rights and 
duties of such Local Committees and Deputies. 

C. — Geneeal Council. 

§ 14 

•A General Board of the Reichsbank shall be constituted, 
consisting of 14 members, seven of whom must be German 
nationals, while the other members mast consist of one 
British national, one French national, one Italian national, 
one Belgian national, one American (United States) national, 
one Dutch national and one Swiss national. The General 
Board shall have power by an unanimous vote to increase 
the number of its German membem. 

§15 

The President of the Reichsbank Managiiig Bojird shall 
be one of the German membei*s and at the same tim(‘ the 
Chairman of the General Board. 

The term of office of a member of the General Board 
shall be for three years except in the case of the President 
^nd the Commissioner. During the first period of the exist- 
ence of the General Board three German membem and three 
foreign membem shall serve for the term of one year, two Ger- 
man members and two foreign members for the period of 
two years, and two German members and two foreign members 
for the period of three years. It shall be decided by ballot 
at the first meeting of theu General Board which members — 
with the exception of President and the Commissioner — 
shall accordingly serve during the shortened term of one 
or two years. If any person is appointed as President, who 
did not previously belong to flic General Board, such German 
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member shall vacate his membership as has been a member 
for the longest period. In case of doubt the decision shall 
be taken by lot. 


§16 

The German members, with the exception of the President, 
are elected by such of the shareholders of the Reichsbank 
as are German nationals ; in so far as the “ Satzi^ng *’ estab- 
lishes a right of co-optation, confirmation., on the part of 
the said shareholders shall take the place of election. 

The special mode of election is determined by the 
“ Satzung.” 

The Organisation Committee shall, with the assent of the 
President, issue the regulations required in respect of the 
election of the first German members. 

The first foreign members shall be appointed by the 
Organisation Committee. 

Whenever subsequently a foreign member vacates his 
office a person of the same nationality as such member shall 
be elected in his place by the foreign members being members 
at the date of the election. Unanimity save for one vote 
shall be required in respect of such election. 

Before a foreign member is elected, the General Board 
shall request the Central Note Issuing Bank of the country 
whose national is to be elected to express its opinion. 

§17 

The following classes of pei-sons shall not be elected as’ 
members of the General Board : — 

(а) officials in the immediate service of the German 

Reich or of any German State ; 

(б) persons who receive any payment from the German 

Reich Government or from the Government 
of any German State. 

The provisi6ns of the first paragraph of tins section 
shall apply miUatis mutandis to the officials of any foreign 
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State and to persons receiving payment from any such State 
or its Government. 


§18 

The resolutions of the General Board require a majority 
of at least ten votes, but a simple majority shall be sufficient 
if it includes the votes of the President and the Commissioner. 
A member unable to be present at a meeting shall be at liberty 
to authorise another member, by registered letter or telegram, 
to vote on his behalf.- 

At each of its meetings, and at least once every month, 
the General Board shall examine the reports submitted to 
it by the President and the Commissioner. It shall decide 
on the proposals made to it by the President and the Com- 
missioner, provided that those decisions do not encjoach 
upon the rights of administration reserved to the Managing 
Board. 


§19 

The General Board shall appoint one of its fon^ign 
members or another foreigner who is a national of one of 
the countries represented on the General Board pursuant 
to § 14, as Commissioner for the issue of notes. The resolution 
appointing him requires at least nine votes including at least 
six foreign votes. The (dection of a person who is not a 
member has the effect of causing the vacation of t he member- 
ship of the member who is a national of the same State as 
the person elected. The person elected as Commissioner 
by virtue of such election shall become a member of the 
General Board. His term of office shall be for four years. 

§20 

All persons taking part in the business of the Bank a^ 
managers, officials or employees, as well as the members 
of the General Board of# the Central Committee and of the 
Local Committees are under an obligation to observe secrecy 
as to all matters and arrangements of tb^ Bank coming to 
their knowledge and especially as to all individual transactions 
of the Bank anjl as to the extent of the credits granted, even^ 
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after the cessation of their employment or of their member- 
ship of the General Board, the Central Committee or a Local 
Committee, 

The meetings of the Reichsbank Managing Board, the 
CJencral Board, the Central Committee and of the shareholders 
in General Meetings shall take place in Berlin. 

In order to maintain permanent contact as to^ currency 
matters and financial policy, the Reichsbank Managing Board 
shall be under an obligation to report at regular intervals to 
the Government of the Reich, or at any time on special request 
of the Government in regard to these matters. 

IV.— The Bank’s Sphere of Business. 

§21 

The Bank shall be authorised to undertake the following 
classes of transactions : 

(1) To buy and sell gold and silver in bars or in coins 

as well as “ Devisen/* 

(2) To discount, buy and sell bills of exchange with a 

currency of not more than three months and in 
iesx)ect of which three obligees of known solvency 
are responsible, and also cheques in respect of 
which three obligees of known solveiu^y are res- 
ponsible. The requirement of a third signature 
may be dispensed with in cases in which the 
safety of the bill of exchange or cheque is secured 
by a collateral security or in some other manner. 
But in no case must the amount of the bills of 
this last category exceed 33 per cent, of the total 
amount of bills discounted by the Bank at any 
given time. The bills to be discounted shall b(? 
exclusively good commercial bills, 

(3) To grant loans at interest^ for a period of not more 

than three months on the security of moveable 
objects (Loml;)ardverkehr), i.e. — 

(a) On the security of gold and silver whether coined 
'or in bars ; 
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(6) On the security of fully paid original shares or ori- 
ginal preference shares or preferential obligations 
of German Railway Companies whose Railways 
are woi king ; or on the security of the Mortgage 
Bonds of Provincial or Communal Land Credit 
Institutes or of other Land Credit Institutes 
under State supervision ; or of German Mort- 
gage Banking Companies (the amount lent not 
* to exceed three-quarters of the market value 
of such Mortgage Bonds), ((he following 
securities* being deemed available in the same 
way as the said Mortgage Bonds, viz., the 
bonds to bearer of German Public Land 
• Credit Institutes as well as such bonds to bearer 
of the other hereinbefore mentioned Institutes 
and Banks which are issued against loans granted 
(o German Communal Corporation or in 
consideration of the undertaking of a guarantee 
by any such Corporation) ; 

(c) On the security of bonds to bearer (maturing within 

a year) of the Reich, of any Ch'rnian State or any 
German Communal Corporation or on the 
security of interest bearing bonds to beai*er 
of which the interest is guaranteed by the Reich 
or by any German State ; but loans against 
securities enumerated in this clause shall be made 
only to Banks of known solvency, the amount 
lent not to exceed three-quarters of the market 
value of such securities ; 

(d) On the security of interest bearing bonds to bearer 

of foreign States and also on the security of 
foreign railway preference debentures guaranteed 
by a foreign State to the extent of not more 
than 50 per cent, of the market value ; 

(e) On the secteity of bills of exchange in respect of 

which the obligees are of recognised solvency, 
subject to a deduction of at least 6 per cent, 
of their market value ; , 
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(/) On the security of merchandise stored in Germany 
to the extent of not more than two-thirds of 
its value. 

The Bank shall have the power, if specially authorised 
thereto by the General Board, to accept bonds of the Reich 
maturing at a distant date as security for loans repayable 
within three months if two obligees are liable for the loans 
Apart from the security resulting from the pledgipg of the 
i>onds (one of the obligees to be a bank carrying on business 
in Germany), but subject to the condition that loans, in respect 
of which bonds of the Reich maturing at a distant date arc ’ 
pledged, may never exceed the amount of the paid-up capital 
of the Reichsbank and its reserve funds. 

(4) To buy and sell bonds of the kind hereinbefore men- 

tioned under (3c); but for its own account only 
in so far as this shall be necessary for the main- 
tenance of the ordinary business relations with 
customers of the Bank. 

(5) To collect sums of money for account of private 

persons, institutions and public authorities 
and, after having received cover for the same, 
to make payment or transfers through the 
Branch Establishments or correspondents. 

(6) To buy Stock Exchange investments of any kind or 

gold or silver for account of others after having 
in advance received cover in respect thereof and 
to sell the same after previous delivery to the 
Bank. 

(7) To receive sums of money free of interest either on 

deposit account or on current account. 

(8) To assume the custody and administration of articles 

of value. 

If a person liable as a debtor in respect of a loan granted 
to him against security of moveabie aHicles is in a state of 
delay, the Reichsbank is authorised, without having previously 
obtained judicial* authorisation or assistance, to cause the 
pledged article to be sold publicly by one of its officials or by 
an authorised auctioneer, or jn any case in which the pledged 
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article has a Stock Exchange value or market value, to cause 
the pledged article to be sold even without publicity by one of 
its officials or by an authorised broker or in default of any 
such, by an official having authority to act as auctioneer, at 
the current price, and to recoup itself out of the proceeds in 
respect of principal, interest and costs. This right is vested 
in the Bank even as between itself and other creditors of the 
debtor as well as between itself and the debtor’s estate in bank- 
ruptcy. 

• §22 

The Reichsbank is under obligation to take bar gold at the 
fix^d rate of 1392 Reichsmarks for one pound fine in exchange 
against its notes. 

The Bank is authorised to cause such bar gold to be examined 
and assayed by any technical experts to beayypointed 
by the Bank in that behalf, at the vendor’s expense. 

§23 

The Reichsbank Managing Board is bound from time to 
time to determine and publish the percentage rates at which 
jt discounts bills or grants loans at interest. 

§24 

Subject to the .stipulation contained in § 21 (3/>), the Bank 
is forbidden to accept bills, to grant loans on the .security of land 
or mines, oil-fields or shares except by way of additional 
security, and it is also forbidden to buy or sell land, shares or 
goods except in the case of purchases for the purpose of carrying 
on the business of the Bank or of the realisation of existing 
assets. 


§25 

The Reichsbank is under obligation to accept or make 
payments for the Reich al the request of the Government 
Authorities by any of fts establishments appropriate for that 
purpose and also to effect transfers without .the transmission 
of cash between the various financial establishments of th<‘ 
Reich, • • 
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Without prejudice to the rule contained in the fourth 
paragraph of this section the Bank is authorised to give credit 
to the Reich for purposes of administration; but in each 
case for a term not exceeding three months and only up to the 
maximum amount of one hundred million Reichsmarks. At 
the end of any business year of the Bank the Reich must not 
be indebted to the Bank in any way. 

The Reich will entrust the Reiehsl)ank with ’all banking 
business concerning the general administration of the Reich. 
The Reich's bank as a matter of principle is bound to transact 
sucjh banking business; if the Relchsbank declines a particular 
transaction the Reich is authorised to have such transaction 
carried out by another agency. The freedom of the Reich 
as regards the channels to be utilised for the issuing of loans 
or Treasury orders shall be presei‘ved ; but it is understood 
that such loans shall be placed mainly through the organisation 
of the Reichsbank. In any event the Reich shall communicate 
to the Reichsbank in good time its intentions in regard to all 
such matters. 


The Reichsbank is also authorised to grant credits to 
the German Reich Post and the German Reich Railway to a 
reasonable extent for the purposes of their ordinary business 
up to the aggregate amount of two hundred million gold 
marks for both. In any such case tlu* rule contained in 
paragraph 3 is to be applied mutaiis muimidis at the 
request of the Reichsbank. The direct financial relations 
between the Reich Post Office and the Ministry of Finance 
shall not be affected by the rules contained in this paragraph. 

The fulfilment of the tasks mentioned in paragraph 1 as 
well as the payment of interest and the repayment of loans 
of the Reich is to be carried out for the general administration 
of the Reich free of all costs and charges. As regards the 
other kind of Banking business of the Reich the Reichsbank 
shall at the utmost charge the same vates as those generally 
chargeable to the other customers of the Bank. The Bank is 
however authorised to agree to a reduction of its charges by 
contract .with the Reich. 
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Except as aforesaid the Bank shall not grant any credits 
directly or indirectly either to the Bcich or to the Slates 
or Communes (Unions of Communes ) or to foreign Governments. 

§26 

A separate account will be kept at the Rcichsbank for the 
Reparation payments to be made to the Bank. The relations 
between the authorised representatives of th(‘ Reparation 
Commission in it«^ capacity of a creditor of the amount standing 
to its credit of the one part and the Bank of the other part, are 
rherely those existing between a Bank and its customers. 

. The amount standing to the credit of the Reparation 
Commission shall not without the Bank’s consent exceed the 
amount of 2 milliard Rciohsinarks. 

V.— Issue of Notes, Cover, Commissioner for the Issue of Notes. 

§ 27 

The preparation and completion, the issue, the withdrawal 
and cancellation of bank-notes shall be effected by the Note 
Department of the Bank under control of the Commissioner. 

The Commissioner shall be emi)OW'ered and it shall be his 
essential duty to insist upon the carrying out of such of the 
provisions contained in the Law and in the Satzung ” as 
refer to the exercise of the right of issue of notes and the pre- 
servation of the cover in gold for the notes in circulation. 
With that object the Commissioner shall have the right to 
have furnished to him all statistics and documents which 
he may deem useful for the accomplishment of his task. He? 
may also, either personally or through his assistants, undertake 
all investigations in the Bank relevant to the performance of 
his duty. He may be present at the meetings of the Managing 
Board. 

The daily statistics as to* the cover of notes and as to the 
notes in circulation must continually submitted to the 
commissioner for his examination and approval. 

The participation of the Commissioner in the preparation 
and completion of the notes shall be evidenced by a special 
“ Completion Control Stamp which shall be placed on the 
28 
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notes under the Commissioner’s directions. Every note put 
into circulation by the Bank must bo marked with this stamp. 

The Commissioner and his assistants shall be bound to 
observe complete secrecy in respect of all affairs and arrange- 
ments of the Bank which have come to their knowledge. 

§28 

The Bank shall be compelled to keep at all times in respect 
of its notes in circulation — 

(а) A cover of at least 40 per cent, in gold or “ Devisen ” 

(Gold Cover). This cover must at least as ‘to 
three-quarters consist of gold. 

The expression “ Gold ” within the meaning of this 
direction connotes bar gold as well as German 
or foreign gold coins (the pound fine being cal- 
culated at 1392 Reichsmarks) in so far as such 
gold is in the possession of any office of the Bank 
or deposited with any foreign Central Note -issuing 
Bank in a manner to be at all times at the free 
disposal of the Reichsbank, 

“ Devisen ” are bank-notes, or bills of exchange 
having not more than 14 days to run, cheques 
and claims due from day to day payable in 
foreign currency by a bank of known solvency in 
foreign financial centres. They are to be taken 
at their gold value for the time being. 

(б) For the remaining amount discounted bills of ex- 

change or cheques satisfying the requirements 
specified in § 21 . 

§ 29 . 

In exceptional circumstance's the cover referred to in 
§ 28 under (a) may be reduced beloW 40 per cent, on the 
proposal of the Managing Board by a resolution of the General 
Board ; such a resolution of the General Board requires 
unanimity except as to one vote. 
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In the case of such a reduction of the cover extending 
over more than one “ Bank return week the Rank has to pay 
to the Reich in respect of the amount by which the prescribed 
cover of 40 per cent, falls short a perccntual note tax 
computed in accordance with the following directions : — 

In the case of a cover between 37 and 40 per cent. : 
3 per cent, per annum, 

In the case of a cover between 35 and 37 per cent.: 
5^er cent, per annum, 

In the case of a cover between 33 J and 35 per cent.: 
8 per cent, per annum, 

In the case of a cover of less than 33 J per cent.; 
8 per cent. ])cr annum with the addition of one 
per cent, per annum in respect of each one per 
cent, by which the percentage of the reserve falls 
short of 33 J per cent. 

The rate of discount must in any case in which the cover 
during a Bank return week or during a longer period remains 
uninterruptedly below 40 per cent, amount to at least 
5 per cent. 

Whenever a note tax is payable the rate of discount shall 
be raised by at least one -third of the percentage of the tax 
which is payable, and this increase shall be in addition to the 
increase of the said rates of discount required fur the purpose 
of satisfying the requirements of the tliird paragraph of this 
section. 

§30 

For the purposes of the assessment of the tax the Reichs- 
bank Managing Board must not later than the tenth of each 
month deliver to the Reich Finance Minister the data required 
for the assessment of the tax for the last preceding month. 
The tax must be paid not later than the end of the month. 

§31 

The Bank is undef obligation to pay its notes to the bearer 
thereof — 

(a) at its principal office in Berlin immediately on 
presenta*tion ; 
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(6) at any branch establishment in so far as its available 
cash and its cash requirements admit of such 
payment. 

Payment at the Bank’s option may be made — 

(1) in Grerman gold coins of the weight and fineness 

authorised by law for the time being at their 
par value; 

(2) in gold bars in pieces of not less than 1000 Reichs- 

marks and not more than 35000 Beichmarks, 
at their value in pure gold in German gold coins 
of the weight and fineness authorised by law 
for the time being ; 

(3) in cheques or orders to pay in foreign currency 

equivalent in value to the market value of the 
currency concerned in the matter as expressed 
in gold. The “ Satzung ” enumerates the foreign 
banks on which the cheques or orders to pay 
may be drawn. The Reichsbank may in such 
a case charge a commission. The said com- 
mission may, however, not exceed the amount 
representing the share apportionable to the 
amount paid in the cost of transmission of larger 
sums of gold to the place of business of the foreign 
bank concerned in the matter, together with 
interest. 


§32 

The Bank must make compensation for damaged notes 
in so far as the bearer either presents a part of the note that ’ 
is larger than one-half of the note or produces evidence showing 
that the remaining part of the note of which he presents only 
the half or a smaller part has been destroyed. 

The Bank is under no obligation to give compensation 
for notes which have been destroyed or lost. 

e. 

§33 

Bank notes which are returned in a damaged or soiled 
state to tlse office of the Bank Or to one of its branch estab- 
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liehments or to an office appointed by the Bank for the 
payment of bank notes may not be re-issued. 

§34 

The calling in and withdrawal of notes shall be effected 
by the Managing Board, wdiich shall issue special rules relating 
to these matters and to the cancellation of the notes which 
have been called in. These rules must be published in ihc 
Reich Gazette., 

• §35 

In addition to the cover of its note issue provided for in 
§ *28 the Bank shall at all times hold a special cover of at least 
40 per cent, of the liabilities falling due from day to day ; 
this cover must consist of deposits at call (money due from 
day to day) in Germany or abroad, cheques on other banks, 
bills of exchange having not more than 30 days to run or 
claims recoverable at call arising from debts covered by 
pledges. 

The requirements as to special cover provided for above 
shall not apply to the account opened by virtue of § 2(>. 

§ 36 

The Bank shall publish statements as to its assets and 
liabilities in accordance with the following rules : 

The weekly statement must contain — 

(1) On the side of the liabilities — 

The foundation capital, 

, The reserve funds, 

The amount of the notes in circulation, 

The other debts maturing from day to day, 
The debts dischargeable after notice, 

The other liabilities. 

(2) On the side of the assets — 

# 

The stbek of gold (bar gold as well as German 
and foreign gold coins, the pound fine being 
calculated at 1392 Reichsmarks) ; 

The stock cf “ Devisen suitable* as cover. 
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Other bills of exchange and cheques, 

German token coins, 

Notes of other Banks, 

Debts covered by pledges (Lombardforderun- 
gen), stocks and shares, 

Other assets. 

In addition to this there must be a statement showing any 
liabilities in respect of re-discounted bills of excharige payable 
in Germany. 

In addition to this the Bank must within six months after 
the end of each business year publish at its own expense in the 
Reich Gazette a detailed balance sheet of its assets and liabilities 
as well as the yearly statement of the Profit and Loss Account. 
The “ Satzung ” shall contain the detailed rules relating to the 
preparation of the balance sheet. 

VI. — Distribution of Profits. 

§37 

Twenty per cent, of the yearly net profit shall be carried 
to reserve fund as long as the amount of such reserve fund is 
less than 12 per cent, of the amount of the notes of the Bank 
in circulation computed on the basis of the average of the 
preceding six months. 

Shareholders are entitled to a yearly dividend of 8 per cent. 
If in any year the dividend is less than that percentage, the 
deficiency is to be the first charge on the net profit of the 
following years after deduction of the amounts which according 
to law must be added to the reserve fund, unless such defi- 
ciency can be made up out of an existing Dividend Reserve. 

The balance of the net profit remaining after payment 
of the said dividend has to be distributed as follows : 60 per 
cent, of the first 50 million Reichmarks falls to the Reich and 
60 per cent, to the shareholders, 75 per cent, of the next 50 
million Reichsmarks falls to the Reich and 25 per cent, to the 
shareholders, of the remainder, if any, 90 per cent, falls to the 
Reich and 10 per cent, to the shareholders. The amounts so 
allotted tcT the shareholders may be paid ouf/ as an additional 
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dividend or may be used for a special reserve for future 
dividends created for the purpose of equalisation of dividends. 

Any money derived from premia on shares issued by the 
Bank shall be placed to reserve. 

Vn.—Liauidation. 

§38 

After "the lap^e of the Rcichsbank’s right to issue bank- 
notes in Germany, the Reich shall be entitled, subject to one 
year’s notice, to dissolve the Reichsbank and to take over the 
premises belonging to it. 

The price at which parcels of land belonging to the Reiehs- 
bank on the lat January, 1925, shall be taken over shall corres- 
pond to the market value of such parcels of land on the 1st 
January, 1925. This price must be determined during the year 
1925 by agreement between the Finance Minister of the Reich 
and the Reichsbank. If the said parties cannot agree, the 
price shall be fixed by Court of Arbitration. The said Court 
of Arbitration shall consist of two representatives of the 
Reichsbank and two of the Rcichs Minister of Finance and 
of an Umpire to bo appointed by the said representatives. If 
the said representatives cannot agree as to the person of the 
Umpire the said Umpire shall be appointed by the PrcsidcMit 
of the “ Reichsgericht.” 

The price at which parcels of land acquired by tlie Reiehs- 
bank after 1st January, 1925, shall be taken over shall be the 
purchase price paid by the Reichsbank and in default of any 
such purchase price, the market value of such parcels of land 
at the date of their having been acquired. As regards the de- 
termining of the market value the rules contained in the second 
paragraph of this section shall be applied mutatis mutandis. 

Before going into liquidation the Reichsbank shall give 
notice to the Government in good time. 

V7II.-^Penal Provisions. 

§39 . 

Any person, who shall unlawfully issue bank-notes or any 
other certificates of indebtedness payable to bearer, shall be 
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subject to a fine amounting to ten times the amount of the 
notes or certificates issued by him but not amounting in any 
case to less than 5000 Reichsmarks. 

§41) 

Any person who, in disregard of the prohibition contained 
in § 4, makes use for purposes of payment of foreign bank-notes 
or other non-interest bearing certificates of indebtedness 
issued to bearer by foreign corporate bodies,, partnerships or 
private persons expressed as payable in Reich currency either 
exclusively or concurrently with other determinations of values, 
shall be subject to a fine of a minimum amount of 50 Reichs- 
marks. 

If the person concerned makes a regular trade of such 
an unauthorised use, a sentence of imprisonment for a term 
not exceeding one year shall be added to the fine. An attempt 
to commit the said offence is punishable. 

§41 

The members of the Managing Board shall be subject 
to the following penalties : — 

(1) If in the publication described by the rules contained 

in § 30 they shall knowingly misrepresent or veil 
the position of affairs of the Bank, they shall 
be punishable with imprisonment for not more 
than three months ; 

(2) If the Bank issues notes for a larger amount than 

the authorised amount, they shall be punishable 
with a fine equal to ten times the amount of the 
excess of the issue up to at least 5000 Reichs- 
marks. 


^ §42 

Any official or employee of the Bank who, in reply to 
an enquiry addressed to them b^ th3 President, by the 
Reichsbank Managing Board, by the (Jeneral Board or by the 
Commissioner within their respective powers, shall knowingly 
make false, statements, shall be .punishable with a fine not 
4 exceeding 500 Reichsmarks, r>r with detention except in so 
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far as they are punishable with a severer sentence under 
any other laws affecting the matter. 

§43 

In so far as any fines have to be imposed by virtue of this 
law the fine to be fixed in Gold marks as long as, according 
to the rules of the German Pena! Code, any fine has to be 
fixed in Gold marks. In this respect the Gold mark is to 
be deemecl equal to a Reichsmark. 

IX.— Concluding and Transitory Provisions. 

§44 

The “Satzung” of the Rcichsbank shall determine the 
following matters : — 

(1) The form of the shares in the Rcichsbank and the 

dividend certificates and “talons,” relating to the 
same ; 

(2) The form to be observed as to the transferor pledg- 

ing of share certificates; 

(3) The rules as to the public notice to be given in 

the case of the loss or destruction of share certi- 
ficates and as to the annulment thereof and as to 
the procedure in the case of lost dividend certifi- 
cate and “ talons; ” 

(4) The principles according to which the yearly balance 

sheet of the Rcichsbank is fo bo made up ; 

(6) The dates and methods for the collection of divi- 
dends ; 

(6) The form to be used for the convocation of the 

General Meeting as well as the conditions and the 
methods to be applied as to the exercise of the 
voting rights of the shareholders ; 

(7) The mode of election of the Central Committee 

and its Deputies, of the Local Committees, and of 
the Locals Deputies at the Rcichsbank Branch 
Establishments ; 

(8) The form in which the notices to iye issued by the 

Company are to given as well as the public jour- 
nals tn which they aje to be inserted; ^ 
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(9) The names of the foreign banks on which cheques 
and orders for payment may be issued under 
§31(6) (3); 

( 10) Regulations as to the election of the German mem- 
bers of the General Council. 

The Organisation Committee shall issue the first 
‘^Satzung.” Such “Satzung” as well as later amendments 
shall be published by the Managing Board in the OflScial 
Gazette. 

§45 

The Reichsbank and its branches within the whole 
area of the Reich shall be free of all corporation taxes, in- 
come-taxes and trade taxes. 

In so far as any privileges in respect of the tax on trans- 
fers of capital (Kapitalverkehrssteuer) have been established 
in favour of the Reichsbank or of any business transactions 
with the Reichsbank, such privileges shall continue. The 
payment of notes (§31) shall not be subject to the tax on 
Stock Exchange transactions (Borsenumsatzsteuer). 

In so far as share certificates of the Reichsbank are 
owned by foreigners not being domiciled within the German 
Reich, the dividends and other profits to which the share- 
holders, as such, arc entitled shall not be subject to a tax 
on income (which expression shall include the tax on the 
profits derived from capital). 

§46 

In so far as a privileged status has hitherto been accorded 
to the Reichsbank or to its organs the Reich Government* 
will guarantee its continuance. In particular the following 
provisions shall apply ; 

The privileges accorded from time to time to the public 
authorities of the Reich in maf^ters relating to residences 
and letting agreements by virtue of any statutory enactments, 
shall apply to the Reichsbank, siibjepb to the modification 
that the Reich Government shall be substituted for the 
Supreme Government* Authority having to determine these 
matters under the said enactments. In so far as the Reich 
(3overnment has to determjne questions ,as to residences 
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and letting agreements of Public Authorities, such matters 
shall also, as regards the Reichsbank be determined by the* 
Reich Government. Ejectment decrees ordered by the Hous- 
ing Authorities relating to business premises of the Reichsbank 
or official residences of Reichsbank officials, or hired official 
residences of Reichsbank officials shall not be enforced unless 
they shall have been previously sanctioned by the Reich 
Governmept. 

The Reich •Government shall determine to what extent 
the Reichsbank Managing Board shall have authority, in 
the interest of the conduct of its business, to request any 

* public authority to give information and, more particularly, 
to forward public records and registers of Criminal Courts. 

The Reichsbank shall not belong to any Industrial 
Chamber or to any Chamber of Commerce. 

No person acting as manager, official, or employee of the 
Reichsbank shall be appointed as Assessor of any Chamber 
of Commerce. 

As regards the care of persons having suffered serious 
injuries, the appointment of authorised candidates for em- 
ployment, the regulation of the working hours, trade inspection 

* and other matters within the domain of social welfare, the 
rules applying to the Reich Public Authorities shall apply 
to the Reichsbank mutatis miitandis^ 

The provisions of §359 of the German Criminal Code 
and of §§ 54, 76 and 96 of the Criminal Procedure Code and 
of §§ 376 and 408 of the Civil Procedure Code as well as the 
law concerning the liability of the Reich for its officials of 

* the 22nd May 1910 (Reiclisgcsetzbl, p. 798), shall apply to 
the Reichsbank, its managers and officials mutatis mutandis. 

§47 

The provisions of the Commercial Code relating to entries 
in the Commercial Regisher and as to the legal effects of 
such entries shall not ajpply to the Reichsbank. 

§48 

The provisions of the Bourse Baw as to the compulsory 
issue of prospectus shall not apply in respect of shares in 
the Reichsbank, 
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§49 

As long aa the notes hitherto issued by the Reichsbank 
have not been withdrawn, tho Reichsbank shalJ observe 
the same rules as to cover as have been enacted in respect 
of the new issue of notes, a billion marks of the late issue being 
deemed equal to one Raichsmark. 

§50 

The pecuniary claims of all persons wto, prior to the 
coming into force of this Law, had the status of Reichsbank 
ofiBicials shall be preserved. 


The first election of the President shall take place within 
six months of the coming into force of this Law. 

§52 

The date for the coming into force of this Law shall 
be determined by tho Reich Government, Tho coming 
into force of tho rules of § 31 requires in addition concurrent 
resolutions of tho Reichsbank Managing Board and of the 
General Board. Such resolutions arc to be published in 
the Reichsgesctzblatt. Up to that date the rules contained 
in §2 of the Law of the 4th August, 1914 (RcichsgesetzbI. 
page 347) concerning Reichskassenscheine and bank-notes, 
shall remain in force, in so far as it relates to Reichsbank 
notes. 

§53 

Subject to the provisions contained in § 52 above the 
Bank Law of the I4th March 1875, and the Laws amending 
the same shall cease to be inforce except the Law of the 19th 
March 1924 (Reichsgesetzblatt II, page 73). At the same 
time the provisions of the Rentenbank Ordinance of the 
15th October 1923 (Reichsgesetzblatt I, page 963), and of 
the Law relating to the German Gold Discount Bank of 
the 19th March 1924 (Reichsgesetzblatt II, page 71), shall 
cease to be in force in so far as they are in contradiction with 
this Law, * ' ‘ 


Berliit, A ugust 30th 1924, 



APPENDIX I 

Table showing total Capital ^ Reserve, Deposits, and Cash Balances of the old Presidency Banks and 
their amalgamated Institution the Imperial Bank of India, 
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APPENDIX II 

Table shomng total Capital, Reserve, Deposits and Cash 
Balances of the Indian Joint Stock Banks. 

CLASS A.— Banks with capital & rasarva of Rs. 5 lakhs and ovar. 
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APPENDIX W—icontd.) 

CLASS B.— Banks with capital and reserve hetawen Re. 1 lakh and 
less, than Rs. 5 lakhs. 


Noth — A mounts aro in thousands of rupees. 
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statement showing failures of Indian Joint Stock Banks from 
1913 to 1924. 


Year. 

Number 

Total capital of banks that failed 
IN Rs. (1,000). 

of Banks 
that failed. 

Authorised . 

Subscribed 

Paid-up. 



Rs. 

Rs. 

Rs. 

1913 

12 

2,74,00 

1 ,64,56 

35,14 

1914 

42 

7,90,70 

2,45,48 

1,09,02 

1916 

11 

56,50 

7,79 

4,50 

1916 

13 

2,30,90 

20,90 

4,23 

1917 

9 

76,50 

.36,70 

25,26 

1918 

7 

2,09,60 

4,86 

1,46 

1919 

4 

52,50 

6,47 

4,03 

1929 

3 

10,40 

7,68 

7,25 

1921 

7 

70,40 

5,81 

1,26 

1922 

15 

! 

1 10,15,55 

27.26 

3,30 

1923 

20 

21,86,90 

9,92,36 

4,65,47 

1924 

18 

6,30,31 

26,46 

11,34 

Total ... 

161 

55,23,16 

15,45,39 

6,72,25 

Not£. — Out of 161 failures> 

146 were in respect of banks that had paid- 

up capital of less than Ks. 5 laKhs each, £.nd 

126 in respect 

of banks that had paid-up capital of less Rs. 1 1 

akh each. 
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APPENDIX V 

Table I — CO-OPERATIVE SOCIETIES. 

Statistical relating to Co-operative Societies. 
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Table II.— CO-OPERATIVE BANKS. 
(In thousands of Rupees.) 
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APPENDIX VI (A). 

STATEMENT OF THE AFFAIRS OF THE IMPERIAL BANK OF INDIA. 

BALANCE SHEET m at 31st DECEMBER 1925. 


STATISTICAL Al’l'KN DICKS 





The above Balance Sheet i includes — £. s. 

Deposits in London ... ... ... 1,016,273 0 

Advances in London ... ... ... 1,098,5-10 17 

Cash and Balance at other Banks in London 47,201 12 


APPENDIX VI (A)—(contd.) 

PROFIT AND LOSS ACCOUNT for the half-year ended 31 et DECEMBER, 1925. 
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APPENDIX VI (B). 

Statement of the Affairs of the Imperial Bank of India on the 17th September, 1926. 
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APPENDIX VI (C). 

THE CENTRAL BANK OF INDIA, LIMITED. 

Following ia the aWemeiit of Liabilities ayid Assets of The Central Banh of India, Ltd., for the 



. S. BALSEKER. 

Chief Accountant. 





INDEX 


Acceptances, bank, 229. 
Accounts, vernacular, 358. 

Act, 

Aldrich- V reeland, 1 24 . 
Co-operative, 38. 

Federal Farm Loan, 297. 
•Federal Reserve, 125, 120. 
Imperial Bank of India, 
31. 

Indian Coinpanios, 29, 155 
— 150. 

Paper Currency, 29, 401. 
Presidency Banks, 29. 
Advances, maxims for, 231. 
Restrictions on, 143. 

Agency Horses, 27. 

Agency work, 382. 
Agricultural bank, Provin- 
cial, 283, 284. 

Agricultural banks, 93, (See 
Chap. XII). 

Agricultural Credit, 270. 
Agricultural Credit Board, 
285, 286. 

Aldrich bill, 125. 
Aldrich-Vreeland Act, 124.. 
Alexander & Co., 27. 
Allahabad Bank, 31, ^3, iJo. 
Alliance Bank of Simla, 31, 
33, 34. 

All India Banks^ 215. 


Act- contd. 

Amalgamation of banks, 
117. 

Amalgamation of Central 
and Tata banks, 35. 

America, Romance and 
Tragedy of Banking in, 
13. 

American banking, 118 — 
150. 

Peculiarities of, 135. 

American and Central 
banking, 133. 

American Express Company 
70. 

American War, 29. 

A mort isat ion payment 

table, 291. 

Anglo-Italiana Bank, 201. 

Asiatics, Credit instruments 
Known to, 3. 

Assyria, 2. 

Athens, 2. 

Bacon’s Essay on usury, 3^ 

Backwardness and Defects 
of Indian Banking, Chap. 
IV. 

Bafckw^ardijess of Indian 

Banking, Causes of, 94. 

Chart of, Frontispiece 



460 


INDEX 


Balance Sheet of, 
Birmingham Municipal 
Bank, 342^343, 

Central Bank of India, 457. 
Imperial Bank of India, 
453. 

Banca Italiana, 109. 

Banco d* 

Napoli, 109, 

Rialto, 6. 

Sicilia 109. 

Banco National Ultrama- 
rino, 70. 

Bania, 22 25. 

Bank Acceptances 229. 
Bank Amalgamation, move- 
ment towards, 117. 

Bank, 

Credit util ity of, 16. 
Derivation of, 3. 
Examiners, 145, 162, 168, 
189. 

Failures, 36. 

Law, 192, 213, 363. 
Money, 7. 

Rate, machinery of, 113. 
Relief Fund, 165. 

Bank of 
Amsterdam, 6. 

, Baroda, 64. 

Bengal, 27. 

Bombay, 28, 29. 

England, 7, 103, 110, 111, 
112, 250. • 

France, g, 278. 

Hamburg, 6, 7. 


Bank of — conid. 

India, 32, 64. 

Issue, 19, 103, 106, (Also 
^ee Central Bank). 
Issue’s special facilities 
364. 

Madras, 28. 

Mysore, 64. * 

Sweden, 6 
Taiwan, 70, 234 

Bankers, 

Association, 371. 

Early, 5 
Indian, 5. 

Institute of, 371, 372. 
London, 4. 

Medieval, 3. 

Banking, 

American — system, 118 — 
150. 

(Also see Federal Farm 
Loan Act). 

Backwardness and Defects 
of Indian— system, 

Chap. IV. 

Branch, 118. 

Council, 161, 166, 180,* 
181, 192, 197 221, 223. 
Crisis, 33, 124. 
European—system, 6, 102 
• —118. 

^ Figures {see Tables), 
Functions, 9. 

History of, 2, 6, 119. 

In England, 4, 93. 

In Indian 25, 31, 92. 



INDEX 


‘461 


Bailing— CO yield. 

In U. S. A,, 199. 
System to be complete, 
should consist of, 100. 

Banks and Bankers, 

Private, 349. 

Banque, • 
de Rome, 191. 

Italiano Disconto, 191. 
National de Credito, 191. 
Royale, 8. 

'Barclay’s Colonial Bank, 259. 
Bengal Bank, 27. 

Bengal National Bank, 32. 

Big Five ” banks, 87, 90. 
Bill of Exchange, 3. 

Bills, institution of, 25. 
Bills, as reserve to currency, 
103, 110, 200, 392. 
Bismarck, 107. 

Blackett, Sir Basil, 175, 249. 
Bombay Merchants Bank, 
33. 

Branch banking, 118. 

Britisli National Debt, 7. 

Business of, 

Exchange Banks, 71. 
Indigenous Banks, 25, 66. 
Imperial Bank, 48 — 54. 
Joint-stock Banks, 66,. 

Business figures of Banks, 
(see Tables and trt.atistical 
appendices'. 

Caisse de Depots et Cqn- 
signations .255. 


Business of. — canid. 

Calcutta Industrial Bank, 
35. 

Cantonal Banks, 109. 

Capital of Banks, 137, 215. 
(Also see Tables and statis- 
tical appendices). 

Central Bank, 20, 104, 108, 
171, (Also see Bank of 
Issue). 

Influence of — over banking 
system, 1J2, 114. 
Proposed, 171. 

Central banking system of 
I Europe, 102. 

Central Bank of India, 33 
I 35, 64, 91, 357. 

I Central Board of Imperial 
j Bank of India, 47. 

! Chase 121. 

! Chartered Bank of India, 

i 

i Australia and China, 70. 

I Cheque currency and 
j Government, 366. 

j ClipMjjs, 25, 43, 44. 

I China, Notes current in, 6. 
j Clearing Houses, 82, 133, 
203, 242, 380. 

Commandil, 352. 

Commercial Banks, 92, 112* 
Commercial and Central 
Banks, 114-— 116. 
Commercial Law, 360. 
Commission, 

’'Chamberlin, 397. 

Currency (IJilton Young) 
46, 171, 181, 202, 399 ^ 



462 ' 


INDEX 


Commission —coutd. 
Industrial, 313 — 314. 
National Monetary, 110, 
124. 

Re. Bank of Bombay, 29. 
Tariff, 313. 

Committee, 

Babington Smith, 397. 
Cunliffe, 111, 247. 

Fowler, 394. 

Hersehell, 394. 

Maclagan, 281. 
Commonwealth Bank of 
Australia, 105. 

Company promoter and in- 
dustrial banks, 316. 
Comparative analysis of 
banking figures, 80 — 87, 
88—89. 

Complaints against Imperial 
Bank of India, 59. 
Comptoir National d’Es- 
compte de Paris, 70. 
Comptroller of Banks, 145, 
161, 162, 163, 19!. 
Controller of Currency's 
Report, 43. 

Co-operative Act, 38. 
Co-operative Banks, 348. 
Co-operative Credit Socie- 
ties, 38. 

Machinery of, explained, 39, 
276. 

Cottage industries,* 312. • * 
Credit AgricQle, 278. 

Credit Bank of India, 33. 


Committee — co}itd. 

Credit, construction of, 15, 
Credit Foncier de France, 
299. 

( 

Credit, 

Machinery for ri/ol, or- 
ganisation of, 881. 
j Organisation* of institu- 
I tions, 9. 

I Transactions in the East, 

2 . 

i Utility of a Bank, 16. 

1 Various kinds of, 18. 

Crossing, 26. 

Cunliffe Committee, 111, 247 
Currency Commission (Hil- 
ton Young), 46, 171, 181, 
202, 99. 

Currency functions of Cen- 
j tral Bank, 199. 

I Currency Note on, 387. 

I ‘‘ D ' Banks, 352. 

Darshini himdics, 26. 
Darmstader and National 
\ Bank, 352. 

Dawes Plan, 416. 

Deposit banking in England, 
4. 

Deposit Banks, 6. 

Deposits (see Tables). 

Directors, 

Interlocking of, 139 — 140, 

22i. 

Ordinary and Special, 217. 
Discounts, 97. 

unt H(vises, 350. 




INDEX 


m 


Directors -con'd. 

Discount rate (see Bank rate 
and Hundi rate). 

Dresdner Bank, 277. 

Dutch East India Company, 
7. 

East, Credit transactions in, 

2 . 

East India Company, 27. 

Eastern Bank, 70. 

Economy in circulation, 19. 

Education, banking, 372. 

Egypt, 2. 

Elasticity of currency, 110, 
133. 

Emergency measures, 98. 

England, banking system of 
4, 93. 

E -putable mortgage, 301. 

European banking sysioin, 
G, 102— ILS. 

Examination tax, 244. 

Examiners of Banks, 145, 
162, 168, 189 (Also we 
Bank Examiners), 

Exchange Banks, 6, 31, 37, 
38, 70—78, 93. 

Indian, 259. 

Exchange ( Rupee -Sterling ) 
fluctuations , 397 — 399 , 

(see Chart). 

Federal Farm fAct, 

297. 

Federal ^arm Loan Board, 
297. 


. Fcileral Re.serv^o, 

I Act. 125, 126. 

! Banks, 120—128, 130 — 

I 133. 

i Board, 129. 

j System, 118—138. 

‘ Federation, principle of, 

I 118. 

1 Finance of . international 
i trade, 71. • 

I Finamdal News, 41. 

I Foreign banks, 70, 75, 76, 

I 77, 78, 248 (Al.so sec 

I Exchange Banks). 

: Conditions imposed upon, 

! 251. 

Figure.s of business of 
88 —89. 

Result of financial opera- 
tions, of 74. 

I^oreign capital and loans, 
difference in economic 
I effect of, 322. 

i Foreign Iratle of India, (see 

j tables on pages 80 — 87)* 

Functions of banks, 9. 
General Bank of India, 27. 
Germany, 274, 289, 312, 
314, 351, 352. 

i 

j Gold, 

Backing to Currency, 390. 
Exchange Standard, 396. 
Reserve, lOl), 395. 

Standard, 393, 395. 
'Standard Reserve, 402- 

Goldsmiths, ! 



464 


INDEX 


Gold — conid. 

Governor-General -in-Council 
46, 161, 162, 181, 186, 
264, 287, 309. 
Government Centrol 161. 

and Examination 240. 
Government want of sym- 
pathy of, 33, 96. 
Government, vote of cen- 
sure upon, 34. 

Grecians, 2. 

Gresham’s Law, 391. 
Grossbanken, 315. 

Harkishen Lai, 31, 32. 
Herschell Committee, 394. 
Hindastan Bank, 27. 
History of banking, 2, 6, 31, 
119. 

Home Savings Safes, 337, 
357. 

Hongkong and Shanghai 
Banldng Corporation, 70. 
Hundi s, 25. 

Hundi rate, 43. 

Imperial Bank, 43. 

Imperial Bank of India, 31f 
34, 43, 45—63, 87, 172, 
176, 199 &c. 

Act, 31. 

Balance Sheet of, 453. 
Business of, 48 — 54. 

Comparison with Central 
banks, 57, 62. 

Compensation to, 178, 
382. 

Complaints hgainst, 59. 


Imperial Bank of India, — 
{conld). 

Figures of business of, 45, 
445. 

Remodelling of constitution 
of, 174, 386. 

Transformation of — into 
Exchange Bank, Ji78, 261. 

Weekly statement of, 56, 
455. 

India, banking in, 25, 31, 
92 etc. 

Indian, Australian, Cana-, 
dian, United Kingdom, 
United States, banking 
and other figures, 80 — 87. 

Indian Bank of Madras, 33. 

Indian bankers, 5. 

Indian banking, defects and 
drawbacks of, 94. 

Indian banking, history of, 
31. 

Indian Companies Act 29, 
155—156. 

Indian Currency, {see Note 
on Currency). 

Indian Economic Con- 
ference, 87. 

Indian Exchange Banks, 
259. 

Indian Joint-stock banks, 
63—69. 

Business of, 66. 

Indian Specie Bank, 32. 

Industrial Bank of Japan, 
325. 

Industrial Bank di Western 

India, 35. 



INDEX 


4()5 


Didustrial Banks 93, 310, 
319. • 

Business of 320, 

Provincial 326. 

Scheme of organisation of 
326. 

[ndustrial 

Commission’sjleport 313 
314. 

Credit Board, 329, 331, 

. 333. 

Credit Unions, 317. 

Issue, Bank of, (see Central 
banks and banks of issue). 

Issues re 

Banking Laws, 155. 

Central banking institu- 
tion, 154. 

Government Administra- 
tive organisation, 153, 
Municipal and Local 
Board banks, 150. 
Private efforts, 100, 
Special type of banks, 
158. 

James, I, 4. 

Japan, Industrial Bank of, 
325. 

Japanese, 

Banking crisis, 234. 
Industrial Bank’s loan 
operations, 323. ^ l 

Jews, 4. 

Joint-stockTlank (S), 63 — 69, 
First— in India, 27. 


.lapanese — coiifd. 

Business of, 66. 

Figures of business of (see 
Tables). 

Joint-stock banking in India 
27, (see Chaps. IT, III, 
and IV). 

Karnani Indus trial Bank , 
35. 

Kathiawar and Ahmedabad 
Banking Corporation, 33. 

Knap’s Theory of Value, 387. 

Krupps, 313. 

Lala Harkishen Lai, 31, 32. 

Land banks, 302. 

Land Credit Board, 303, 
304. 

Laud Mortgage Banks, 93, 
(see Long Term Credit, 

I Chap. XII). 

Land Mortgage Bank, IJ^ro- 
vineial, 302. 

L'nidschaften, 280. 

Lloy iS and National Pro- 
vincial Bank, 259. 

Lloyds Bank, 70. 

Local Advisory Committees, 
189. 

Local Banks, 215, 351. 

Local Board Banks, 340. 

Local representation, 222. 

London bankers, 4. 

Ijong term credit, 272, 288. 

Lottery bonds, 295. 

Lquis XV, King of France, 

Maclagan Committee, 281. 
1 MahajanSi 22, 25, 44. 



466 


NDBX 


Japanese — contd. 

Managing Governors of Im- 
perial Bank, 46. 

Manu’a books, reference 
about credit in, 2. 
Marwarisy 25. 

Medieval Bankers in Europe, 
3. 

Mercantile Bank of India, 
70. 

Midland Bank, 90. 

Ministry of Agriculture and 
Fisheries re}>ort, 9^, 279, 
300. 

Money, 

Changers, 3. 

Changing once principal. 

Function of b mkers, 3. 
Lenders, 3. 

Lenders Act, 272. 

Lenders Bill, 108. 

Paper, 19 (spm Paper 
Money). 

Transmission of, 18. 
Monomettalic principle, 390. 
Mortgage Banks {see Land 
Mortgage Banks). 
Mortgages, 361. 

Movement of funds, 42. 
Municipal and Local Board 
. Banks, 340. 

Municipal Bank of Birming- 
ham, 160, 340. 

Balance Sheet of, 342 — 
343. 

Mulfanees, 25, 43, 


; Money — con*d, 
j Napolean Boiiaparte, 8. 

National Bank of India, 70. 

National Bank of South 
Africa, 70. 

National bank laws, 138— 

146, 221. 

National Banks, 122. 

National bank system, 122. 

National Monetary Com- 
mission, 110, 124. 

National Provincial Bank, 
87 

NedcTlandsehc Indische 
Haiidclsbank, 70. 

Nederlandscho Handel 
Maatschajypij, 70. 

Netherlands Bank, J80. 
Charter of, 403. 

N('w Peoples’ Bank of 
Northern India 32. 

Note issue, 199. 
i Note on Currency, 387. 

I Oudh Commercial Bank, 31. 

Overseas Banks, 215, 259. 

P. & O. Banking Corpora- 
tion, 70. 

Paper Currency, 19 
Act, 29. 

Paper Money, 390 (Also see 
Paper Currency, Currency) 

Partition of Bengal, 32. 

Pawn brokers, 345. 

Penalties, 246. 

People’s Bank, 31. 

Pledge modifio„tion in the 
i . law regarding, 362. 



INDEX 


467 


Money— 50 nfd, 

Plurality of note-issue, 109. 
Pochkhanawala, S. N ., 64, 
91. 

Post Office, 

Cash Certificates, 41, 304. 
Savings • Banks, 49, 42, 
334. 

to make them more ser- 
viceable, 335. 

Presidency Banks, 29, 30, 
■ 31, 32, 46, *54. 

Act, 29. 

Preston, W. P., 26, 44. 
Preussiche 

Central Boden Actien 
Gesselschaft, 29(5. 

Central Genossenschafta 
Kasse, 277. 

Pfanbrief Bank, 297. 

Prize drawings, 367. 
Propaganda, 355. 

Provincial Banks, 215, 351. 
Punjab National Bank, 31, 
64, 381. 

Raieffeisen system (of Co- 
operative Credit), 275. 

Raieffeisen William Fred- 
rick, 274. 

Rediscounting arrange - 
ments, 130, 227. 
Reichsbank, 107, 180, 184, 
199 

Charter of, 416. 

Rentenbank, 296. 
Bentenmarks, 296. 


Report of — 

Babington Smith Com- 
mittee, 397. 

Chamberlin Commission , 
397. 

Controller of Currency, 43. 
Cimliffe Committee, 111, 247. 
Currency (Hilton Young) 
Commission, 46, 171. I SI. 
399, 202. 

Fowler Committee, 394. 
Herschell Committee , 394 . 
Industri 1 Commission, 313 
—314. 

Maclagen Committee, 281. 
Ministry of Agriculture and 
Fisheries, 94, 279, 300. 

National Monetary Commis- 
sion, 110, 124. 

Tariff Commission, 313. 

‘‘ Reports,” 07. 

Reserve Bank of India, 178, 

212 , 

Remarks on — Bill, 375. 
Reserve, 

Cash, 130, 141, 226, 380. 
Currency, 131, 103, 200. 
From profits, 128, 141, 
Romans, 2. 

Rome, 2. 

Safety Fund system, 120, 
241. 

Savings Banks, {see Post 
C)ffice Savings Banks), 40. 

Certificates, 328. 



468 


INDEX 


Schultze-Delitzsch Franz 
Herman, 274. 

System, 275, 277, 

Security Fund, 165. 

Short term credit, 272, 273. 
Shroffs, 43, 44. 

Singular note-issue, 109, 110. 
Societe Generate de Credit 
Mobiler, 319. 

Special Directors, 217. 

Stamp duty 359. 

State Bank Laws, 146 — 149. 
State Bank of Sweden, 6. 
State Bank (s), 105, 122> 
378. 

Dangers attending establish- 
ment of, 107. 

Statement, 

Fortnightly of the Central 
Bank of India, 456. 
Monthly, 239. 

Weekly, 206—209. 

Weekly of the Imperial 
Bank of India, 456, 
Statistical Appendices, 445 
-457. 

Stock Exchange, 10, 329. 
Sukkur Barrage, 300. 
Sumitomo Bank, 70. 

Sutlej Valley Project, 300. 
Suzuki and Co. 234. 
Swaythingi Lord, 109. 
Swedish match manufac- 
turers, 323. 

Swiss National Bank, lb4. 
Switzerland,, Referendum in, 
109. 


State men t — conid- 

Syndicate operations, 223, 

236, 317. 

Taiwan Bank, 70, 234. 

Tables, 

Amortisation Table. 291. 

Banking figures of som<» 
of the important banks 
of the world, 88 — 89. 

Banking statistics of a 
few countries of the 
world, 87.. 

Capital, reserve, deposits 
and cash balances of 
Exchange Banks, 449, 
of Indian Joint-stock 
Banks, 446, 447, of old 
Presidency Banks and 
the Imperial Bank of 
India, 445. 

Failures of Indian Joint- 
stock Banks, 448. 

Figures of business of 
important Indian Joint- 
stock Banks, 68 — 69. 

Indian and Australian 
banking and trade 
figures, 84. 

Indian and Canadian 
banking and trade 
figures, 83. 

Indian and United King- 
dom banking and trade 
figures, 80. 

Indian and United States 
banking and trade 
figures^ 86. 



INDEX 


469 


Tables — corUd. 

Lidlaii banking business. 
90. 

Statistical tables re. Co- 
operative Societies, 450 
—452. 

Tanan, M. L. 87. 

^*Tkriff Board, 313. 

Tariff Commission, 313. 

• Tax on note-issue, 200. 

^ Tata Industrial Bank, 35, 

* • 250. 

Tata Iron atid Steel Com- 
pany, 313. 

Thomas Cook and Sons, 70. 
Tipoo Sultan, 27. 

Trade names, Registration 
of, 363. 

Transfers, Rupee, 198, 382, 


Tables — contd. 

Transmission of money, 18.* 
Trust business, 238. 

Trust companies, 122, 123, 
Laws, 149 — 150. 

Trust funds, investment of 
363. 

Tucker, H. St. G., 27. 
Vernacular Accounts, 358. 
Versailles, Treaty of, 416. 
Visering, G., 107. 

Voting power of Banks, 245? 
War boom, 35. 

Warehouses, 66. 

Weekly statement, 206, 209, 
455. 

William, III, 22. 

Yokohama Sj^ecie Bank, 70. 



advertisement 


THE 

PUNJAB NATIONAL BANK LillTED 

(Established in 1805) 


HEAD OFFICE-Al, The Mall, , 

Post Box No. IS, LAHORE. ' 


Authorised Capital ... ... Rs. 1 , 00 , 00,000 

Issued Capital ... ... „ 50 , 00,000 

Subscribed Capital ... ... „ 60 , 00,000 

Capital paid-up to 81st Dec., 1926 „ 20,9 5,32 6 

Reserve Fund upto 3ist Dee., 1926 „ 23 , 82,200 

BRANCHES :>-Allahabad, Abohar, Ambala City, Ambala 
Cantonment, Amritsar, Bombay, Calcutta, Cawnpur, Delhi, 
Dera Ismail Khan, Eeroaepur City, Gojra, aujranwala, 
Eahzabad, Hoshiarpur, Hyderabad (Sindh), uammu, Jhang- 
Maghiana, Jaranwala, Jhelum, Juilundur City, Karachi, 
Kasur, Lahore City, Ludhiana, Lyallpur, Meerut City, 
Moga Mandi, Montgomery, Multan City, Okara, Patiala, 
Peshawar City, Peshawar Cantonment, Quetta, Rawalpindi 
City, Sangla, Sargodha, Sialkot City, Simla and Srinagar. 

London Agents: 

MIDLAND BANK LIMITED 
' American Agents: 

AMERICAN EXCHANGE IRVING TRUST CO. 

CURRENT ACCOUNTS. — Kept free of cliarge. No inci- 
dental charges of any kind made and interest allowed at 2% 
per annum on a minimum monthly balance of Rs. 500 — special 
rate of 2^ per annum is allowed at H.-O. Lahore City, 
Amritsar and Lyallpur Branches. 

No interest is allowed at Ambala Branches. 

FIXED DEPOSITS. — Received on rates to be ascertained 
on application. 

SAVINGS BANK DEPOSITS.-^Sum as low as Rs. 10 

received and interest at 4^ per cen|t.. per annum allowed, 
Tenns of withdrawal have been made very convenient now. 

Banking Busineffa of every kind transgrted* 



a 


ADVEKTISEMENT. 


aMC 


3l«a(B6G3»IC 


■ 100 TOUCH GOLD 

BHARAT’S 

LATEST FOUR FOLD BENEFIT SCHHIE 

■ . PROVIDING 

Perfect Proteotfoi and Profitable Inyestment 

y Illustration- 

A Policy Holdcf aged 30 next birthday insuring for 
Rs, 2»000 for a period of 25 years will be entitle to 
the following options and guaranteed benefits : — 

1. In the event of the Policy Holder’s death before 
the end of this period, his heirs will get a guaranteed 
B^us of Rs. 50 pet year for which the premium has been 
paid after the 1st year, in addition to the sum Assured. 
The Policy Holder is thus never a loser. 

2. In case the Policy Holder lives up to the end of 
this period, he is entitled to get from the 0>mpany. 

(fl) the full amount Assured, f.e., Rs. 2,000. 

(b) also a guaranteed Bonus of Rs. 500. 

(c) also a free Policy payable at his death for 
Rs. 2,000. 

In case o/ survivance, it is open to the Policy; Holder to 
accept on maturify a cash pa'^ment of Rs. 3,690 fit lieu 
of the above or to take a free Paid up Policy pay;able at 
death of Rs* 5,866 or accept a Pensiort of Rfi. 280-10-0 
per anrrnn for himself from the date of maturity of the 
Policy; to the date of death, 

K. C. VIDYARTHI. 

. I OENEBAL MAKAOEB, 

Bharat Insurance^ Co., Btd., Lahore. 


»SIC=»S0C 



30C 


(? 

o 


oc 


AOVEBTiSEMENt. 

iii 

THE 



, o 

n 


HINDUSTANI DIMA GO., LTD. 

Head Office :-DELHl 

Best and economical management. — Influential 
Directorate. 

LOWEST RATES OF PREMIUMS 
Sound investment and ABSOLUTE SECURITY 

Compare our rates before insuring elsewhere. 

BOARD OF DIRECTORS 

Pandit Moti Lal Nehru, M.L. A., Allahabad, 

Chairman. 

Mr, D. Johnston, Lahore {Deputy Chairman). 

Mrs. Sarojini Naidu, Bombay. 

Raja Narendra Nath, M.A., M.L.C., Dewan Bahadur, 
Lahore. 

Ihe Hon. Rai Bahadur Lala Ram Saran Dass, C.I.E., 
Lahore. 

Rai Bahadur Lala Sultan Singh, Delhi. 

Seth Laxmi Narain Gadodia, Delhi. 

Lala Dewan Chaiid, Delhi. 

Mr. T. R. Phookun, Gauhati (Assam). 

Mr. K. V. Rangaswami Ayyangar, Sriranyam (Madras). 
Dr. C. A. Owen, M.D., F.R.C.S., Lahore. 

Sardar Hakim Singh, Amritsar. 

Rai Bahadur Bakhshi Sohan Lai, Lahore. 

Mr. A. Gilbert, Lahore. 

Lala Bishen Das, Amritsar. 

Mr. J. A. Hatton, Lahore. 

Seth Hakurnat Rai, Ahmadnagar, District Gu.jrun\vala, 

Lala Girdharilal of Amritsar. 

HONORARY LEOAL ADVISERS 

Khan Bahadur Mian Sir Mahomed Shafi, K.C.S.I., C.I.E., 
Lahore. 

Lala Kishen Dayal, M.A., LL.B., Lahore. 

OHIEF MEDICAL OFFICERS 

Dr. M. A. Ansari, M.D., M.S., M.R.C.S., Delhi. 

Dr. Satyapal, B.A., M.B., Lahore. 

Dr. C, A. Owen, M.D., F.R.C.S., Lahore. 

Enquire for our Ideal Family Endow'inent, a specialty. 

Shares of the Company available for sale. 

Agents wanted on liberal terms. Apply stating experience 
I to — GIRDHARI LAL, Managing Director. 


and qualificatioijs 1 


Diwan Bhavaif,’^ i!)elhi. 


O 


rraoc:: 


:30 czxo t 


JOCi 


30 


o 



iv 


ADVEBTISEMENT. 


NEW INDIA 

ASSURANCE CO., LTD. 

Total Income Rs. 84,89,206 

Total -Funds Rs. 1,64,00,000 

Total Security Rs. 6,38,40,364 

Head Office : CalcuUa Branch : 

BOMBAY 100, Clive Street. 

General Manager AcJg» Branch Manage^ 

R. J, DUFF F. H. ACHARD 

Chairman of Directors : 

Sir Dorab J. Tata. 

Insurance Against 
Fire — Marine- Accident-Workmen’s 
Compensation — Riot and Civil 
C o m m 0 1 i 0 n— Burglary Personal 
Accident— Fidelity etc., transacted 
at favourable rates. 

Policies are Free from vexatious conditions on most 
Favourable terms. Prompt payments, comprehen- 
sive service, unimpeachabl ' Security are the special 
features of the “ NEW INDIA ” and it is therefore 
claimed to be 

The LEADING and PREMIER 

INSURAl^CE INSTITUTION 

OF THE^ 

INDIAN Ek»IRE. 







^sialic ^oclclu 3^’ibrarg 


Author 

Title 

Accession No.. 

Call No 33.XM.T.s3.^A^.i ^.. 


Date of Issue 


Date of 


Issued to 



